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If Ran Fiennes had lived in the 15th 
n he would have been off proving 
to us all that the world was round, not flat. 
He has almost literally been every- 
where and done everything. From free-fall 
parachuting onto Continental Europe's 
largest ice-cap, to surveying up the River 
Nile, to forging his way 3,800 miles along 
North Americas most hazardous rivers. 
But the most breath-taking achieve- 
ment was his most recent one. He led 
an expedition which set out in September 
1979 to circum- 
navigate the 
earth along 
its polar 
axis;.crossing both 
poles in one trip! 
After seven years of intense prep- 
aration, Ran Fiennes led men, machines 
and equipment on a 37,000-mile journey 
z ; that followed the 
Greenwich Merid- 
ian south across 
Europe, the Sahara 
to West Africa, 
down to Saldanha 
Bay, Cape Town, 
then across 1,400 
miles of hostile 
ee H nothingness to the 
South Pole at the very bottom of the world. 
The meticulous selection of equip- 
ment paid dividends at many stages. 





The supply ship, the meteorological gear. | 


e communications systems. 

All proved thoroughly reliable. 
The Rolex watches they took with 4 
them performed as expectedin /7 
both the searing 122°F of the El & 
Golea sand dunes and in an airl 
and wind chill factor of minus |j 
131°F on the colossal Antarctic 
Plateau. 

Acting out a catalogue 
of broken bones, hidden crev- 
asses, serious frost attack and gy 
almost permanent dampness, © 


















ROLEX 


of Geneva 


THE ROLEX EXPLORER I! CHRONOMETER AVAILABLE IN STAINLESS STEEL WITH WHITE OR BLACK DIAL. 







































































Sir Ranulph Fiennes went to the 
ends of the earth to ensure the success 
of the Transglobe Expedition. 


the expedition forced its way up the other 
side of the world via New Zealand, up 
the International Date- 
line to the Bering Straits, 
the River Yukon, the 
River Mackenzie, then 
the tortuous, ice-bound 
corridor known as 

the North-West Passage. ll 

Sir Ranulph Fiennes and his team pushed 
through this unwelcoming 3,000 miles in 
35 days. 

A trip, for the few who ever made it, 
that would normally take three seasons. 
They then struggled over the Arctic Ocean 
via the North Pole, becoming the first 

a men in the world ever to reach 
both poles the hard way. 

The improbable circle was 
then completed by canoe when 
they made contact with the supply 
ship on 3rd August 1982. Everyone 
came through with flying colours. 
j The Transglobe team with a 
mission, labelled impossible by the 
Mexperts, successfully accomplished. 

And their battered but uncom- 

plaining Rolex watches. Each one 
living up to the coveted title of 

Officially Certified Chronometer. 
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Know what’s up? 
i; The real cause of those 
shocks, page 13. Program | 
ders reduce volatility, page 
. Lower German interest 
tes to come, page 90. 


Non-sanctions 

Against South Africa approved 
by the cec, page 57, may 
tempt Pretoria to wield a big 
stick against its black 
neighbours, page 15. Life in 
front-line Zimbabwe, page 37. 


Reagan's dilemma, page 46 
REPRE ETT 


anana republic 
How Uganda’s new green«« 
gumbooted rulers are re- 
inventing the awful economic 
mistakes that have wrecked 
Africa, page 33. Our man 
meets Qaddafi, page 34. 


Home mortgage debt outstanding 
as % of personal disposable 
income 


Home, sweat, home 
Britons follow Americans into 
debt, page 92. Britain's 

{ homeless, page 65. America’s 


GDP growth 


annual averages 
in past 20 years 


Young Asian dragons 
Now need a dose of 
democracy, page 14. 
Indonesia’s devaluation, page 
78. New'terrorism in South 
Korea, page 39. 


Our Nobel prize 
The man we would give the 
peace prize to, page 16. 


Behind bars 
Jaruzelski's amnesty won't 
release Poland's economy, 
page 19. Albania peers out, 


Britain's £600m placebo, page 
20. India's vanishing soil, page 


Educating teenagers 


Six pages of controversial 
proposals for reform, pages 
25-30. 


Bombs for Abdallah 
Paris besieged by Lebanese 
terror, page 51, Election replay 
in Toulouse, page 52. Neutral 
French budget, page 76. 


Little Gatsbys 

Will America’s young novelists 
ever become great?, page 
101. American- poetry, page 


L220. sP 


Volume 300. Number 7464 


World politics and current affairs 


Know things they don’t? 

As Asia's young dragons grow 

The Limpopo temptation for South Africa 

The oppositions’ defence policies in Britain 

Qur man for the Nobel peace prize 

Bending Poland’s bars 

Acid rain: Nix NOx now 

Teenagers’ education: Specific proposals for reform 

international: Green-gumbooted Uganda on the banana 

standard; Qaddafi’s travels; Zimbabwe, Egypt and Israel; 

Costa Rica; The Koreas; India; China and Russia 

American Survey: Congress and White House on an anti- 

drugs high; Massachusetts; Russia and America; United 

Nations: South Africa: Nuclear waste; Hazardous trans- 

port; Working at home 

Europe: Parisin the Lebanese blitz; Haute-Garonne elec- 

tion; Spain; Austria; Defensive defence; eec and South 

Attica; Albania; Munich 

Britain: Britain's sop can think, but can it win’?; sur defence 

policy; Rover; Homelessness; Navy cuts; Labour and 

councils; Publie-sector pay; Church of England; Bristol 
edit 

Business, finance and science 


71 Business this week 
73 World Business: Has iam abandoned full employment?; 

American airlines; Elscint; Computer crime; ici; French 
economy; Dentsu; Laurence Tisch; Indonesia; Property in 
Madrid; Trade in services; Pepsi in India; British retailing; 
American supermarkets 
Big Bang Brief: 1991 and all that 
Finance: How computers bewitch the stockmarkets; Bet- 
ting on shares; London Stock. Exchange/isro; Euroyen 
bonds; West Germany; Japan and America; Commodities 
in Japan; Consumer debt in Britain and America : 
Science and technology: Grass saves India’s soil, where 
banks do not; Optical discs; Earth's core; Brood parasit- |. 
ism; Ulcers 
Economic and financial indicators: Output, prices, com- 
modities, stockmarkets, interest rates, exchange rates 

ESTELLE NILES LIS REE ETL SENOS NEE INE TN ITE TELE ELL LEE ROE 


Books, arts and letters - 


101 Books and arts: New masters or social climbers?— Young 
American novelists; American poetry; Weimar economy; 
German reparations; Indian cinema; Venice Film Festival 

6 Letters 
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LETTERS 


Contrapuntal 


SIR—Your case for American aid 
to Nicaragua's contras (Septem- 
ber 6th) is flawed in two respects. 

First, not all right-wing dicta- 
torships are short-term. It can be 
argued that the dictatorship will 
die with the dictator, as in Spain. 
Yet this is but one example. It 
seems altogether more likely 


Corrupt, brutal and unsupported? 


that, in a country with an unsta- 
ble economic base, another mili- 
tary faction will simply emerge to 
take the former one’s place. The 
name may be different, but that is 
all. 

And I think we may assume 
that a contra regime would have 
most of the features of a dictator- 
ship; you too lightly dismiss those 
3,000-odd ex-Somoza men and 
their drug-smuggling cohorts. 
America would doubtless put 
pressure on such a regime to 
assume some democratic princi- 
ples—but, if this were to lead to a 
resurgence of left-wing activism, 
then we may safely deduce that 
the White House would soon fall 
silent again. Remember Ameri- 
ca’s attitude following Chile’s 
“return to democracy” in 1973. 

The second flaw in your argu- 
ment is your unquestioning posi- 
tion that America must “put a 
stop to the advance of commu- 
nism in Central America”. But 
you never really ask why. 

Tin-pot Marxism relatively 
soon ceases to be Marxism in all 
but name. Thus there is no need 
to overthrow the Sandinists. 
True, they are a distasteful lot, 
but it is not the job of the White 
House—amuch less of The Econo- 
mist—to pass moral judgment on 
a (more or less) democratically 


Pomaci Singapore. Fatur undalverabia mit 1 Times Paice 
information be addressed to The Economist 


elected government. Nicaragua is 
a very small and very poor coun- 
try. The Soviet Union is a very 
big yet comparatively poor one. 
The last thing the latter wants to 
do is shell out another X billion a 
year on keeping afloat another 
Cuba. You say that the Sandinists 
have asked for full integration 
into Comecon. Indeed so—but to 
my knowledge they have been 





rejected, or at best received 
coolly. 

So let the Sandinists have their 
fling. They will soon come to 
realise that it is America and not 
Russia that will deliver the goods 
(or, more to the point, buy 
them). The moral of the story is 
this: when faced with a small and 
rabid dog, do not beat it with a 
stick; rather offer tantalising tid- 
bits... and then slip a collar 
round its neck. 


Edinburgh DouGLas MUNRO 


SIR—I think it would be difficult 
to find even in the most right- 
wing circles and press in the Unit- 
ed States such a crude defence of 
the Reagan administration’s war 
by proxy. 

You argue for support to the 
contras to stop Nicaragua becom- 
ing a “Leninist state”. You miss 
the important fact that the San- 
dinists came to power supported 
by the overwhelming majority of 
the Nicaraguan people, support 
that was ratified in the general 
elections of 1984 described as 
free and fair by international ob- 
servers, including an all-party 
delegation from Britain. 

The most telling thing about 
the contras is not their numbers 
but their total dependence on 


lers Sdn, Bhd, Times Jurong, 2 Jui Port Road, 
Lid.. Representative Office, 


American financial, logistical and 
political support; also the degree 
of corruption and brutality that 
characterises their actions. More- 
over, the contras have been un- 
able to win any social support 
inside Nicaragua. After almost 
five years, the contras have not 
been able to secure one inch of 
Nicaraguan territory and they are 
still operating from neighbouring 
countries. 

Furthermore, it appears that 
the International Court of Justice 
ruling that American actions 
against Nicaragua violate inter- 
national law “is not important 
enough to merit even a mention 
in your article. 


GEORGE GALLOWAY 


London War on Want 


SIR—Trying to counter in a letter 
your blanket coverage is like try- 
ing to repel saturation bombing 
with a pistol—something the resi- 
dents of Managua might have to 
think about if you continue to 
tempt America to draw its rat- 
tling sabre. But I would like to 
reveal an opposing point of view 
of some of your wild claims. 

(1) That communist governments 
are unbudgeable: Chile’s was 
quickly budged. What came after 
looks invincible. 

(2) That Nicaragua turned to 
Cuba despite Carter aid: $118m 
does not buy amnesia, and Nica- 
raguans remember America’s 
role in Nicaragua this century 
much more than they remember 
the aid. 

(3) Nicaragua has censored its 
press: so did Lincoln. Wartime is 
not the best time for experiments 
in democracy. The war that 
brought about this censorship is 
of America’s doing. 

(4) Nicaragua has the largest 
army in the region: Nicaragua is 
the only country in the region 
threatened by the largest army in 
the hemisphere. 

(5) Nicaraguans have lost faith in 
the Sandinists: this does not 
mean that they have gained faith 
in the Somozists and the remnant 
of the National Guard that are 
the core of the contras, 

(6) Nicaragua, you say, is a “nas- 
ty regime”: it is a lot less nasty 
than what went on before or than 
any other regime in the region— 
particularly El Salvador, which 
has flowing support. 

(7) Perhaps the nastiest piece of 
your reporting is the suggestion 
that Nicaragua should be blamed 
for the failure of Contradora. It 
was America and her allies that 
changed the rules after Nicaragua 
agreed to sign. 


London PauL DuGuip 


Office, 2 Jurong ed ot a 





Freedom is wealth * 


SiR—Neither you nor Gallu; 
(August 23rd) can convince 
that Americans put freedom e 
fore wealth. Perhaps the poll re- 
sults depended on the way the 
question was asked. 

Earlier this year, I called my 
sister in Silicon Valley, Califor- 
nia, and asked her what the point 
of her life was. She answered, 
agreeing with her husband, that it 
was to earn enough money by the 
age of 50 (both are under 30 now) 
that they would not have to work 

After reading your article, } 
called her again and asked her 
what the point of her life was: (a) 
to get rich; (b) to live as she likes; 
(c) to help society; and she re- 
plied to live as she likes. 

For her and, I suspect, man 
others in America, freedom i 
wealth. When confronted by 
question that seems to sep 
the inseparable, she select 
answer that seems least like 
exclude the other. That is, getting 
rich implies work and even slav- 
ery, while living as one likes sug- 
gests some measure of wealth. 
Toronto, 


Ontario ANTHONY R. LAMBERT 


Northern Alert 


SIR—You state (August 9th) that 
Ny Alesund is the most northerly 
permanent settlement in the 
world. believe you will find that 
Alert, North West Territories, 
Canada, has a better claim to that 
honour. 


Fort Rucker, 


Alabama 
3) The Economist 
Intelligence Unit 


Travel & Tourisum Report No. 3 


Air Tra in 
aCom ive 
European Market 
PROBLEMS, PROSPECTS AND STRATEGIES 
This major report is a comprehensive 
analysis of European air transport 
prospects into the 1990s. It looks in 
detail at the carriers, their markets and 
the issues of automation, privatisation 
and airline economics affecting their 
Operations. It analyses the impact of 
deregulation in the USA, the force for 
change sweeping Europe, the key 
issues of pricing, pooling, capacity 
determination and market entry; and it 
proposes a Strategy for liberalisation 
and forecasts the likely future shape of 
the airlines and the aviation market in 
Europe 

Price including postage: UK & Europe 
£95; North America US$175; Rest of 


D. J. Lowpon 




































1 Plaza 
New York, NY 10020, USA 
Tet: (212) $41 5730 


‘eet, 
London WIA 10W, UK 
Tet 01-493 6711 


6 Prd Snaps, Reuven ies Pr St Bees en 2 sent Ren, Season et Sapa AaS os Sf onan 
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SENIOR FINANCIAL ACCOUNTANT 


Fluent in Arabic 


Based in the Gulf,.this substantial investment 
management agency, established by the Government of a 
Middle Eastern country, is growing in size and complexity. 
A qualified Senior Financial Accountant is required for 
the agency's investment accounts department. 

Reporting to the Director, Investment Accounts, key 
responsibilities will be reviewing accounts and 
operational requirements and implementing and 
< managing enhanced procedures. Particular emphasis is 
~~ placed on computerised accounting and management 
information systems. development. 

Fluent Arabic is required for this position. 


up to £90,000 package tax free 


Professionally qualified candidates should also be 
experienced in developing, implementing and managing 
integrated accounting systems. 

The remuneration package will include the full range 
of expatriate benefits, including accommodation, car, air 
fares and a two year renewable contract on a single or 
married basis. All applications will be discussed with our 
client and candidates should therefore indicate any 
organisation for which they do not wish to be considered. 

Please write in confidence, enclosing career details 
and quoting reference 2577/E to, Mike Smith, Executive 
Selection Division. ; 


PEAT aa 
MARWICK | 


Gis eat, Marwick, Mitchell & Co., r 
165 Queen Victoria Street, Blackfriars, London EC4V SPD. ~ 





HEAD OF POLICY | 


The Institute of Directors is seeking a Head for its Policy Unit to replace Graham Mather, who leaves in 
December 1986 to become General Director of the Institute of Economic Affairs. 


The Head of the Policy Unit reports to the Director General. He or she plays a crucial role in: 
© Developing the Institute's policies across a broad range of public issues. 
© Communicating these policies to Government, business and the public. l 


© Leading the Unit and organising its work. 


Candidates will have a deep interest in public affairs and a good understanding of economics. at both 
national and enterprise level. They will be at ease on a public platform and be able to articulate their ideas 
clearly and simply, both orally and in writing, They will probably be between 30 and 35, although age is less 


important than energy, intellect. and the ability to lead a team. 


Those who wish to be considered are asked to write, enclosing a curriculum vitae, to: 
Sir John Hoskyns, Director General, Institute of Directors, 116 Pall Mall, London SW1Y 5ED. 


IOD 


Institute of Directors 
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INTERNATIONAL CENTRE FOR 
DIARRHOEAL DISEASE 
RESEARCH, BANGLADESH 


VACANCIES 


ICDDR,B is a non-profit international medical research 
institution situated in Dhaka, Bangladesh. Its aims are to 
conduct research and training in diarrhoeal: disease’ and 
related subjects of nutrition and fertility, and to develop 
improved health programmes for control of. diarrhoeal 
disease in developing countries. It is also involved.in major 
demographic surveys. 


Candidates are being sought for the following positions. 
These positions carry a WHO (UN) based salary structure 
depending on qualifications, experience and number of 
dependents. 


- SENIOR ADMINISTRATIVE & 
FINANCE OFFICER 


(Salary and grade level will be based upon an applicant’s 
_ experience up to a maximum of UN equivalent P6) 


Duties/Functions 


This individual will plan, coordinate, direct and control 
the overall administrative and financial affairs of 
ICDDR,B. He will also formulate policies and proce- 
dures related to administrative areas and.-will.ensure 
the maximum utilisation of the human,. physical and 
financial resources in these areas to meet the research, 
training and service objectives of the Centre. 


Qualifications & Experience 


Masters degree preferably in Business Administration 
with 10 years experience in a senior management 
position in a national or multinational organisation. He 
must be capable of supervising computerised financial 
and administrative systems. Experience in developed 
and developing countries desirable as is familiarity with 
a non-profit: organisation. Prior experience in Bangla- 
desh preferably including contacts with the Country’s 
civil. service will be considered especially valuable. 
Fluency in Bangla or/and an official UN- language in 
addition to English will be an added advantage. The 
successful candidate will. normally be appointed. as an 
Associate Director of the ICDDR,B. 


Applications and a detailed CV, together with names and 
addresses of 3 references should be sent to the Chief 
Personnel Officer, ICDDR,B, GPO | Box-128, 
Dhaka-2, Bangladesh. Applications will be received up 
to four weeks after the appearance of this.advertisement. 
tA detailed job description will be provided on request: 


ELECTRICITY 
CORPORATION OF 
NEW ZEALAND 


CHIEF 
EXECUTIVE 


This is one of New Zealand’s top CEO 
positions. The appointee will have the 
challenging and exciting task of changing a 
key government department to a private 
enterprise company registered under the 
Companies Act operating under commercial 
principles, The main objective of the : 
Corporation will be to provide New Zealand's 
electricity requirements at the best possible 
price, competing with alternative energy 
sources, and be internationally competitive. 
The new Corporation has book value assets 
in excess of four billion dollars, with an 
income of over one billion dollars per annum. 


1 The major business activities of the 


Corporation are the generation of power __ 
from thermal, geothermal and hydroelectric 
sources; its transmission and distribution to 
wholesale customers; retail distribution and 
design and construction of new capital works. 
The Corporation is vertically integrated. 


The appointee will be responsible for bringing 
about major organisational and attitudinal 
change. The person will have total responsibility 
for planned protitabie growth and report to 
the Board of Directors. The location is in the 
Capital City of New Zealand, Wellington. 


REQUIREMENTS: 

« Proven successful record of profit centre 
management, ; 

* A highly motivated executive with strong 

eople leadership capability. 

« Excellent communication skills. with the 
ability to motivate a broad spectrum of 

eopie. 

. Evi ence of strong thinking abilities to 
develop and implement innovative plans and 
strategies and make complex decisions. 

+ An understanding of capital funding and 
international liability management would be 
an advantage. 


REWARDS: 


An internationally. competitive remuneration ` 
package is available. This will include a 
significant performance based incentive 


scheme. 
APPLICATIONS: 


3 Strictly confidential. Please apply in writing 


stating age, experience, qualifications, other 
relevant information and daytime telephone 
numbers, quoting Ref.SE577 to: 
Torrance Smith, 
Executive Selection Division, 
Coopers & Lybrand Associates Limited, 
Shelley House, 3 Noble Street. 
London EC2V 7DQ. 
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BANK OF BOTSWANA 


Chief Accountant 


Applications are invited for the post of Chief Accountant 
ranking as Deputy Head of the Operations Department 
of the Bank of Botswana, the Central Bank of | 


-Commonwealth Secretariat 














: © Opler PROJECT OFFICER 
~ WOMEN AND DEVELOPMENT PROGRAMME || Botswana. 


Reporting to the Director of Operations the successful 
The Secretariat's. Women and Development Programme works with Commonwealth : x ti : , : 
governments, national machinery and national, regional, UN and women's non- applicant will be responsible for the total accounting 
governmental organisations. it assists in devising practical measures and policies 4... function. of the Bank. He or she will need to demon- — 
which will increase the involvement of women in the national policy-making process. ` strate well-developed all round financial and manage- 


The Chief Project Officer will be responsible to the Director of the Programme, inter ment accounting skills with specific experience in 
alia, for undertaking direct consultancies to governments, designing and directing g 
specific training seminars and workshops, assisting in the pil ela of the | banking, foreign exchange, bonds and securities. A. 


con goblisng rescues for training aM programme development, and knowledge of computer applications is also essential. 
‘undertaking/directing applied research as reques! : l ee: ; i g ; 
Applications are invited from Commonwealth citizens, who should be graduates with | The post is available immediately. Candidates must be 
demonstrated capability to undertake consultancies to. governments, training and qualified accountants with at least five years work : 
©: research in this area, Senior management and administrative experience will experience. i : 











xpected, supplemented.by practical involvement at senior. policy-making level in : af 
aarezsing women and development issues. Effective communication skills will be Salary: Contract Officer— 
essential. Approximately Pula 63,000 per annum including | 


The appointment:is rma tor an initial period of te an, Salary in the range of P o : 
£19, Job: £22,080 (gross) pa subject to deductions of British Income Tax and National inducement Allowance plus 25% tax free gratuity, | 


Insurance contributions. Job description and further details are available on request. | passages, education allowance, etc. (Current rate 
Written applications giving full details of qualifications and experience together with ~ Lof exchange: Pula 1 = US$ 0.4859). 


the names and addresses of three referees should be sent by 17 October 1986 to: i 
: r Applications including a curriculum vitae should. 
oe E «3 be sent to the Director of Administration, Bank of © 

monweslth Secretariat || | Botswana, PO Box 712, Gaborone, Botswana. - 


l Märihorough House, Pall Mall, London SWIY 5H 
Telephone: 01-839 3411 Ext. 8 Further details may be supplied on request. 




















Economist/Econometricians 
AT&T is interested in outstanding quantitative managers for entry-level positions in northern New Jersey. 


Responsibilities include developing accurate revenue and volume forecasts for new and existing service : 
_ “lines along various dimensions or telecommunications industry segments. This involves integrating 
@ advanced statistical and econometric. techniques with economic demographic and market information. 


Positions require familiarity with application software, Master/PhD ovol in econometrics and problem 
solving experiences in areas such as: “ 


+ econometric analysis/modeling 








applications programming 





* 
¢ micro-economics ¢ data management | 
¢ regional macro-economics * applied Statistics. 
* regression analysis . © industry studies: 


-v Candidates must be U.S. citizens or permanent residents. 


We offer competitive salaries, excellent benefits and exciting career round, if jour areas of expertise 
include the above, please send your resume to: AT&T, 295 North Maple Avenue, Room 411263, 
Basking Ridge, New Jersey 07920. Attn: Maricel Aleu 


= a 





Faua Opportunity Employer 












































“a 00% foreign ownership. 

‘Unlimited transfer of profit and capital, 
apog “No corporate taxes oe 

i fora minimum of 15 pean. Sy ei 

No personal income taxes. “Where on earth is this place?” 

No import/export taxes. ` ` aa l Di ti. y 

No sponsorship restrictions. ‘ 

It’s just the base we're looking for ` 


to set up our new business!” 
















YOUR. NEW BASE FOR MIDDLE EAST T MARKETS 


ose trading/industrial base with direct access to ‘of benefits including new trading freedoms, cheap 
Middle East markets a futuristic. dream? energy sources, international telecommunications.” 
Not any more. systems, a modern infrastructure and the largest 


Dubai’s Jebel Ali Free Zone has made it easy for your man-made port in the world right on our doorstep. 
company to set up operations in the region. And only Jebel Ali Free Zone — there’s no place on earth that 
at Jebel Ali Free Zone will you have the benefit of offers you more. Send for our informative brochure. 
¿o retaining 100% ownership. Many international today. 

a corporations have already taken advantage of a galaxy 


Zone Authority — 


For further information contact: 
Director of Marketing, 
P.O. Box 3258, Dubai, United Arab Emirates 
_ Tet Jebel Ali 56578 Telex: 47398 PAJA EM eae 
Cable: PAJADUB UAE S 








A joint development by 
two well established firms. 


GEORGE 
LEYBOURNE 


Lesser Homes Ltd 


OPEN TODAY 
10am to 6pm 


Buxton Homes Ltd 
SHOW FLATS 







e e + 
Building to City Standards 
One mile exactly from Bank, quarter mile from Tower Hill Station and St Katherine's Dock. Open leafy outlook from site bounded by Cable Street, Fletcher 
Street and Well Close Square. 58 hdl seve City Flats now under construction. 40ft indoor Heated pool, Sauna, Solarium, Sun-deck, Magnificent 
entrance, Solid internal walls, Double glazing. Fitted kitchens, Fitted carpets and fully tiled bathrooms to colour choice. Huge 20-30ft rooms extra wide 14’ft 


balconies. 
Leases 125 years. Service charge £390 per annum. Inclusive prices from only £140 per square foot. Super-studios from £75,900, One/two bedroom from 


£162,000 
Reserve now at 1986 prices for January 1987 occupation. 

For Brochure and viewing, ring Sole Agent Stephen Morgan 
Tel: 01-403 6200 (not Saturdays) 10am - 6pm Week days and Sunday. 








London's Victoria Business District. 


Many tenants have taken the right road. ond moved into the 
excellent office accommodation offered by Mew Portland House. 


They appreciate the impressive entrance hail, breath toking views, 
excellent car parking. comprehensive GEC Sli telecom- 
munications system, and great transport facilities. 


Gooch & Wagstaff will point you in the right 
direction ~ be wamed. the interest is great 
36 you'd better get your foot down i 
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The Dutch have a worldwide reputation. For being 
good, astute businessmen. We're proud of this. But we 
also know that it's just not enough. Not in the world of 
international banking which grows daily more complex 
and sophisticated. 

Today, AMRO has an international banking 
capability precisely tuned to institutional, commercial 
and corporate needs. Indeed, we are built around 
them. 

Why not get in touch and test our competitive edge. 
We've got all of the Dutch business virtues as well. 
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Know things they don’t? | 


Of all the machines that men have built for processing 
economic information, stockmarkets have become the 
most scarily misreported. “Bloodbath, carnage, slaugh- 
ter”, said one magazine about the latest 44% fall on 
Wall Street. Alarmists ask: what happened to knock 
0 billion off the value of America’s businesses 
vvermight? Some then accept the most bogus answer to 
‘that bogus question: that stockmarkets are nothing but 
high-stake, computer-driven lotteries unconnected to 
underlying economic facts. Those who wish to keep 
their heads and money would be wise to understand 
that stockmarkets have important things to say, even 
though they sometimes garble the message, and usually 
make too much of a fuss about it. 
_ Wall Street's fatest black Thursday, September 11 
1986, was only dark grey. The Dow Jones industrial 
average fell 4.6%; orders to sell for a time outnumbered 
orders to buy by a queasy 10-to-1. This was far less 
frightening than black Tuesday, October 29 1929, when 
America’s shares plunged 11.7%. After a seesawing 
week, made sea-sicker by denied rumours of a federal 
lifeboat for Bank of America, equity shares in Tokyo 
closed this September 17th 6.9% lower than a week 
before; the Dow in New York 5.9% lower; London’s 
equity index 3.2% lower. That still left anybody who 
mad invested dollars in the week of the actual (not 
tnied) banking crisis in August 1982 richer by some 
324% if he had bought equities in Tokyo, 266% richer if 
he bought in Frankfurt, 128% richer in New York, 
104% richer in London. 


When contrary facts point the same downward way 

Market analysts began their task of explaining what had 
happened last week by sending some of their clients 
mad. Many analysts had explained previously that Wall 
Street felt uneasy on the eve of black Thursday because 
it was (a) pessimistic about America’s economic pros- 
pects—its sluggish output, its ever-expanding trade 
deficit, its struggling banks, and its bankrupt farms. 
< They then said that the market really plunged because it 
-became (b) more optimistic about America’s economic 
~ prospects—-thanks to lower unemployment, leaked re- 
_ ports (which later turned out to be false) of surging 
retail sales, and other signs of strengthening demand. 
_ This combination is not as. self-contradictory as it 
seems: The latest gobbets of “‘good” and “bad? news 
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-spending are more likely to bring rises in interest rates 


have fed two sides of one bigger worry: inflation. 

Stockmarkets now fear high interest rates and high: 
inflation above all else. Until last week, sluggish growth. 
in America held out the prospect of another cut in the 
Federal Reserve’s discount rate, and meant that no- 
body on Wall Street was losing sleep over faster 
inflation. But then reports of growing domestic demand 
seemed to rule out further interest-rate cuts for the time: 
being. That might have been all right if the reports had 
also pointed to higher American output, and hence 
profits, and hence dividends. But with America’s trade. 
deficit widening by the month, extra domestic demand 
does not translate so readily into higher domestic 
output. In the short term it points more plausibly to 
even more imports, to another decline in the dollar, to 
still less scope for lower interest rates, and to higher. 
retail prices, 

Those who doubt that diagnosis can get a second 
opinion from the bond markets. Short-term money- 
market rates say little, by themselves, about inflation 
expectations; by altering the supply of liquidity to the 
money markets, central banks can push them to and fro 
almost as they please. Yields on long-dated bonds give a 
much better idea of the markets’ inflation fears. Ameri- 
ca’s long-dated bond yields were rising well. before 
black Thursday. Over the past three months the gap 
between America’s three-month money-market rates 
and the yields on its 30-year government bonds has: 
widened by a full percentage point. 

Other markets have also been sounding inflation 
warnings. Gold—a traditional hedge against rising 
prices—is suddenly a lot dearer, and so are most other 
precious metals. Prices of non-precious metals and 
other industrial raw materials—among the most reliable 
indicators of gathering pressure of demand—have be- 
gun to climb after long periods of decline. 

Anxiety about this is in one way the price of success. 
Rich countries are getting used to inflation in low single 
figures, something they last saw in the 1960s. A one- 
percentage point rise in America’s inflation rate now 
means. a rise of more than 50% (ie, from 1.6% to 
2.6%). There is a lesson for some politicians in the 
markets’ new trigger-unhappy reaction to fears of 
inflation: those political parties that promise to bring 
unemployment down by greater inflation of public 
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and market crashes that will put unemployment up. 








overdue. Because it looked overdue, it was also over- 
abrupt. The same goes for Tokyo’s market, only more 
so}; it had more froth to lose than Wall Street, and it lost 
it. Markets where traders herd together, driven by 
mood as well as hard economic facts, are bound to be 
jerky. Some critics have a new inhuman argument for 
aying that they have become jerkier than they need be. 
The reason, they claim, is that the computer is taking 
harge of the trading floor. 
“At first sight it seems crazy to accuse the microchip of 
-anti-market behaviour. By speeding transactions, and 
by bringing better and timelier information, computers 
should help traders make markets work more smooth- 
ly—provided that, with the new toy known as program 
trading, they do not actually take the traders’: place. 
‘Program trading happens when a computer monitors 
stock prices, the prices of various futures and options 
contracts derived from those stocks, and interest rates, 





emocracy in South-East Asia grows in exotic varieties 
which most North Americans and West Europeans 
vould not wish to see in their own houses. Last month’s 
election in Malaysia was fought by race-based parties 
demanding their shares of the ethnic cake. The election 
a month earlier in Thailand resulted in the reappoint- 
ment as prime minister of the unelected General Prem, 
who has since then appointed another seven unelected 
friends to his cabinet. In Singapore, Mr Lee Kuan Yew 
is going to extraordinary lengths to quieten a verbose 
and combative parliamentarian—one of just two oppo- 
ition members in the 79-strong house. Ruder things 
could be said about Taiwan and South Korea. 
Embarrassingly, therefore, the capitalist countries 
with the fastest recent economic growth are the ones 
where opposition politicians are not allowed very fair 
ights. A dent in his majority at the 1984 general 
‘election prompted Mr Lee to think of changing Singa- 
pore’s voting system. Real authority in Thailand still 
rests with the army and the king, not with the fractious 
parties. Indeed, if one practical definition of democracy 
is the ability to change governing parties peacefully, it 
has never been tested anywhere in Asia east of India, 

pace Mrs Aquino and even Japan. 


Democracy is needed before middle-age spread 
“So long as uncorrupt regimes and free markets let loose 
_ the energies of resourceful peoples, it may not seem 
that this matters much. Throughout South-East Asia 
these “imperfect” systems have been building better 
houses, more schools and hospitals, and greater con- 
- tentment. Into all. the young dragon countries, many 
44 ‘ $ ; ; 
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Wall Street’s change of mood was not only under- 
standable, but—after a four-year bull run—probably 







As young dragons grow 


South-East Asia’s successful capitalist economies now probably need 
the jolt of more democracy to keep them getting richer 


nd then buys and sells to take fleeting chances fo 
profit. If everybody's computers blindly follow the- 
same sort of buy-and-sell commands, they can make 
some swings in prices more violent. T 
Program trading did play a part in the excitement of, 
September 11th—accelerating, though not initiating, 
the selling spree. The authorities will watch September 
19th’s “triple witching hour”, when most American 
futures and options contracts expire, but would-be 
regulators should stay on a leash. The best evidence 
suggests that share prices on Wall Street are less volatile 
now than they were before program trading (see page 
87). Share prices in Britain, which does not have an 
active futures and options market, are more volatile 
than in America, which does. Program trading is in its. 
early days; once computers are told how to compete 
with each other, instead of all doing much the same 
thing; they should smooth their own bumps. But then, 
even when all the humans have left Wall Street, 
markets will still be markets. Fortunately for those who 
listen to them, they do go up and down. 
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people would like to immigrate. Out of every commu- 
nist country and from democratic India, more people 
would like to emigrate. A Thai peasant can now expect 
to live ten years longer than his father; Malaysia’s GDP 
has grown at an annual rate of more than 6% during the 
past 20 years; the 2.6m diligent people of Singapore 
now have a per capita income greater than the citizens 
of Ireland or Israel. i 

¿These have been the joys of fast growth during 
adolescence. When adolescents and economies mature, 
easy physical growth usually stops. Singapore discov- 
ered that last year, with its first recession since colon 
days. Malaysia is hastening the discovery, because IMB 
government’s unwise investments in import-substitut- 
ing heavy industries have been magnifying its losses in 
crashed commodity markets. When a young dragon 
country reaches maturity in its old industries, its 
government has a difficult challenge: it must either 
persuade its people to accept lower growth or it must 
produce a new sort of high growth. 

The first course involves a popular patience that is 
unlikely to. be infinite. The second course cannot 
succeed if a government is arrogant enough to think 
that it knows what sort of cement factory to set up. The 
only successful course is. a competitive move upmarket, 
into the scientific, technical and information-processing 
skills typical of the advanced economies of the West. As 
Japan has brilliantly discovered, the upmarket skills of 
an America do not come just from the East Asian 
attributes of hard work and self-discipline. They require 
an ability to innovate. Since innovation comes from 

w ideas, and since new ideas are often at variance 













with old ones, this in turn means a willingness to 
accept—even encourage—dissent. 
. The old guard of South-East Asian politics may think 
this is an invitation to bring in the worst aspects of 
western democracies—from disruptive trade unions to 
troops of youthful vandals. It may even seem like a 







region when the old guard was young. It should not. Let 


green light for the communist agitation that racked the 






South-East Asian democracies talk of a “look east” to 
Japan policy (Dr Mahathir’s constant slogan), but let 
that policy be to welcome ideas-impelled evolution, not 
to maintain a stifling status quo. 





The Limpopo temptation- 


South Africa can strike at will at its black neighbours—and mild 


sanctions may encourage it to do so 


Neither the feeble sanctions imposed on South Africa 
by the European foreign ministers this week (see page 
57), nor those proposed by the American Congress 
under President Reagan’s threatened veto (see page 
: 46), will make a dent in apartheid. The proponents of 
these cautious steps say nonetheless that “sending a 
ssage to Pretoria” is important in itself, but, with 
wah argument over each new measure, Pretoria is 
more inclined to turn off its receiver. It does not expect 
any measures from Europe or America that will hurt. 
Sanctions. have therefore lost their power to threaten 
the government of Mr P. W. Botha into involuntary 
teform. They have become mainly a goad to right-wing 
chauvinism. More dangerously, they may encourage 
South Africa to new recklessness in its regional 
relations. l 
Following the Commonwealth conference and the 
- non-aligned meeting in Harare, South Africa indicated 
to its black neighbours that it would not tolerate 
terrorist bases on their territory or their active support 
for sanctions. In August, border controls on Zambian 
and Zimbabwean goods were briefly imposed as a 
“warning. Guerrilla attacks (backed. by South Africa) 
< were stepped up on the Beira corridor from Zimbabwe 
through Mozambique. At the same time a new bilateral 









> embarrassment of its prime minister, Mr Robert 
Weugabe. Both Mr Mugabe and the Zambian president, 
“Mr Kenneth Kaunda, have since marginally restrained 
their verbal attacks on South Africa and retreated to a 
careful internationalism on sanctions. 


The power to destabilise 

This may not be enough to prevent a rough South 
African retort. South Africa is eager to draw the rest of 
its region into the laager. Inside South Africa, two 
different power struggles are taking place. One is in the 
¿black townships: between the “comrades” who are 
‘carrying forward the cause of revolution, and the tribal 
or government vigilantes who want to avoid having the 
_ necklace of death put round their throats. The other is a 
power struggle within the white establishment itself. 
_ This struggle—a familiar one to all students of totalitar- 
Jan regimes—is between the right-wingers who perme- 
` ate the police force and civil service and the (relatively) 
nore moderate soldiers who dominate the ruling State 
Security Council. 











trade agreement was signed with Zimbabwe, much to` 

















































The present emergency has given the police a new 
ascendancy. Their ruthlessness in suppressing the town- 
ships is proving popular with the right-wing white voters 
whose restiveness earlier this year had already made Mr | 
Botha anxious. This in turn may put pressure on the 
army to prove its, and Mr Botha’s, militant credentials. 
Bashing next-door neighbours is an enticing tactic. 

South Africa’s ability to destabilise southern Africa is 
immense. The sabotage of the Commonwealth’s emi- 
nent persons group through raids on Lusaka and 
Gaborone demonstrated Mr Botha’s imperviousness to 
outside pressure. South Africa is happy to use its 
Renamo guerrilla surrogates to stop Mozambique’s 
port of Beira from being built up into an alternative to. 
its own ports for the region’s freight traffic. It has shown 
it can stop Zimbabwe's oil and much of Zambia’s trade 
at will. President Samora Machel of Mozambiqu 
remains uncomfortably in office courtesy of South 
African military intelligence. Swaziland and, to a lesser. 
extent, Botswana enjoy only limited freedom of 
manoeuvre. The government of Lesotho was toppled 
by South Africa last year for daring to consort with 
communist states. ; 

It remains in South Africa’s interest to keep intact its 
informal relations with its black neighbours. Quite 
apart from the sanctions-busting activity now seething 
in Lusaka, Harare, Gaborone and Maputo, increased 
economic interdependence has become necessary for. 
prosperity on both sides of the “front line”. Migrants’ 
remittances—one of the first things that could be- 
jeopardised by even half-effective sanctions—are valu-_ 
able foreign exchange to most of the black states. South 
Africa’s goods and services are indispensable for the 
new market-led commercial initiatives being pro- 
claimed throughout the region. Even with large western 
aid—of which there is no sign—it would take two 
decades to build a new transport network north of the 
Limpopo independent of South Africa’s. For the pre 
sent, all commercial roads in southern Africa lead to 
Johannesburg. 

So South Africa may feel it can exercise power over 
its neighbours just by pulling economic strings. But it 
now feels a smaller deterrent than ever against using 
military force. Outside South Africa, the politics, — 
diplomacy and economics of sanctions have all been 
bungled. The result may be the downfall of another of 
Africa’s black governments, not its last white one. 
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_All of Britain’s allies will be watching what defence 
policies emerge from the Labour and Alliance party 
conferences this year. The British taxpayer should keep 
watching, too. Labour, the spp and the Liberals all 
propose to cancel the Trident replacement for Polaris; 
they differ on what to do instead, and offer no costings. 

The SDP’s policy, restated at its conference this week, 
is to keep Polaris until something: turns up. That 
something, SDP politicians used to hope, was an arms- 
control agreement. Any such hope was forlorn. The 
Russians were never likely to offer much for scrapping a 
system that a British government was avowedly anxious 
to get rid of, especially if it were rusting away, with no 
plans for replacement. The SDP’s new hope is for a deal 
with France to create a European—that is, Franco- 
British—-nuclear force. Since a British prime minister 
could hardly order a missile to be fired from a French 
submarine, Britain would then sometimes depend on 
France for its security. ' 


‘Delay costs the most money ; 

The pro-defence Liberals will probably support this 
‘new SDP view at the Liberals’ conference next week, so 
as to resist other Liberals who want to get out of the 
nuclear business altogether. The Alliance’s leaders 
“need to recognise that their cancel-Trident-and-run- 
Polaris-on policy is a most expensive choice. If Britain is 
to give up its independent deterrent, the cheapest way is 
to start scrapping Polaris tomorrow. If Britain is to keep 
‘an independent deterrent, the cheapest choice is to 


Five citizens of one of the world’s least strife-torn 
countries will spend the next few weeks in Oslo deciding 
who will get this year’s Nobel peace prize. They will 
choose from a secret but partly-leaked list of 99 people. 
Some of them. are, maybe rightly, supporting violence 
in their own country (Winnie Mandela) or subsidising it 
< in neighbouring Nicaragua (Ronald Reagan). Others 
include the usual collection of symbols (Bob Geldof) 
and saints (Dr Anatoly Koryagin, who has bravely 
written about the abuse of psychiatry in the Soviet 
Union). We think the committee ought. to choose 
somebody this year who has helped his country to move 
from violence towards Oslo-like tranquillity. 

This would be a change from some recent practice. 
The Vietnam peace agreement, for which Henry Kissin- 
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The opposition’s defences 


The defence policies of both Labour and the Alliance would cost a lot of 
money, unless they plan to return to knobkerries 


Our man for the Nobel 


If it were up to The Economist, this year’s Nobel prize for peace would goto. . . 






























replace Polaris in the 1990s with a cruise-missile force 


rather. than Trident. But if Trident were cancelled next 
year and then another Polaris replacement—cruise 
missiles, Trident or whatever—ordered in the mid- 
1990s, the total cost would be far greater than Mrs 
Thatcher’s policy of going on with Trident as planned. 
Labour has a much clearer policy: get rid of all 
nuclear weapons, including the American ones based in 
Britain, and spend more on conventional forces. Even 
if one accepts the loss of an independent nuclear 
deterrent, Labour’s policy, pursued honestly, would 
drive defence budgets through the roof. m 
There are two reasons. First, nuclear weapons pive 
more bang for the buck. To replace both British 
American ones with conventional weapons would tuo: 
much more than the nuclear forces now do. Second and 
more expensively, the American third air force would 
go home. Labour must not assume that it can deprive 
these forces of their nuclear weapons and still keep 
them in Britain. Forget for the moment the jobs and 
money these 27,000 men and 300 combat aircraft. at 


` present bring. And assume that the rest of the Ameri- 


can forces would stay in Europe, an assumption which 
may also be wrong. Merely to replace the conventional 
clout of the third air force would involve a once-for-all 
cost of over £7 billion, and an increase in the RAF’s 
annual budget of one-third. Does Labour propose to 
spend that sort of money? Or is it really proposing a 
slashing of the security of the country and possibly an 
unravelling of the entire NATO alliance? 








ger and: Le Duc Tho were honoured in 1973, was 
followed by a massacre (proportionally worse than 
Hitler’s) in Kampuchea, and by the transfer of the rest 
of Indochina into a communist desert. 

The committee was right five years later to dignify 
Anwar Sadat, who risked, and later lost, his life to try to 
make peace with Israel—even though he prepared for 
this by locking his political opponents up. Perhaps it 
was also right to co-award the prize to Menachem Begin 
for the rather easier task of responding to Sadat, even 
though Begin’s terrorist group had once murdered 
innocent Britons. But since national leaders are not 
often notable contributors to world peace, the commit- 
tee sometimes likes to give its prize to the good (Mother 
Teresa in 1979) or to the symbols (Bishop Tutu in 1984) 















FIVE STAR INTEREST RATES 
RISE AUTOMATICALLY THE 
MORE YOU INVEST. 


Abbey National Building Society can 
now pay UK subjects resident overseas 
interest on its Five Star Account without 

e deduction of tax. 


FOUR HIGH RATES 


Five Star Interest rates start high at 
9.36% without tax and go up the more 
you invest — right up to a top rate of 
11.00% on all the money in your account. 

And your money is always available 
without notice or penalty charges. 

Get your money earning Five Star 
Interest now and plan for the future — 
especially if you'll need a mortgage. 

Post the coupon or write for details. 
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If you were registered as an elector in the UK within 
the last 5 years you can now vote in UK parliamentary and European 
Parliament elections. 


Your vote will be cast in the constituency in which you were last @ 
registered before leaving the UK. 


In order to qualify you will have to fill in a declaration form and 
return it by 10th October 1986 
(15th September if you were previously resident in Northern Ireland). 


Forms and an explanatory leaflet are available from your nearest 
diplomatic or consular post. 
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or to causes, which can mean not awarding the prize to 
a person at all. 

The office of the United Nations High Commissioner 
for Refugees won it in 1981, the Organisation of 
International Physicians for the Prevention of Nuclear 
War in 1985. The UNHCR helped fish the victims of 
Nobel laureate Le Duc Tho out of the South China Sea. 
The international physicians included a member of the 
Soviet Union’s Politburo, which had been responsible 
for persecuting, and sending into internal exile, another 
Nobel laureate, Andrei Sakharov. 

The moral is not just that the committee can some- 
times get things wrong but that it has been encouraging 
a lop-sided notion of what peace is. Peace is not an 
abstract of human rights, disengagement and anti- 
poverty work, carried out by figureheads or saints. The 
five wise men ought to conceive of it in a more down-to- 
earth way, by awarding the prize to somebody who has 
encouraged a peace that makes daily life civilised. We 
will even write the presentation address: 

“Five years ago, President Raul Alfonsin of Argenti- 

your country was governed by military officers who 

ught they could exterminate all the world’s commu- 
nism on Argentine soil. Around 9,000 people were 
murdered, sometimes for no other reason than that 
they had the same surname as somebody the military 
police were looking for. In the three years since you 
took over, you have persuaded the soldiers to stay in 
their barracks and you have ensured that those respon- 
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sible for the years of terror goț a full and fair trial. The 
generals, even the top ones, were then convicted after 
due process of law by civilian courts for their crimes— 
the first time such a thing had happened in Latin 
America. Thanks to achievements like this, your coun- 
trymen are again free to speak to whom they please, 
read what they please, and enjoy their peculiar habit of 
beginning their enormous restaurant meals at one 
o'clock in the morning. 

“It is true that your government claims what the 
British call the Falklands in clear opposition to the 
wishes of those islands’ inhabitants. But maintaining a 
claim without trying to enforce it is common practice, 
like the Queen of England calling herself Defender of 
the Faith. You have settled the dispute with Chile over 
the Beagle Channel—a settlement which eluded even 
the Pope when he was appealed to in 1981. 

“One of the biggest burdens on the countries of 
southern South America is that they maintain enor- 
mous armies which—apart from undesirable Falklands 
wars—are there mainly to fight against their own 
peoples. A former South American finance minister has 
said: ‘I cannot cut my budget deficit without abolishing 
my unnecessary army; but the unnecessary army exists 
largely to stop people like me cutting the budget deficit 
by abolishing the army.’ We believe that you are 
starting to tackle this. These are the reasons a British 
newspaper has nominated you, and expects flak for 
doing so.” 





Bending Poland's bars 


General Jaruzelski’s amnesty needs a braver follow-up if his 


country’s economy is to start working 


When a general empties his country’s jails of political 
prisoners, he deserves a pat on the back—even though 
he is the one who put them behind bars in the first 
eo: Poland’s General Jaruzelski, who has now set 

e his remaining Solidarity captives, will happily settle 
instead for a handshake from Italy’s prime minister 
during his planned visit to Rome, and an audience with 
the Pope. The amnesty will help break Poland’s diplo- 
matic isolation. Yet, bold as it is, it will not solve 
Poland’s problems at home. To tackle those, the 
general will have to restore to his critics not only their 
physical freedom, but also, little by little, their critical 
voice. 

Poland has now fulfilled the second of the West’s 
three conditions for being allowed back in from the 
diplomatic cold (the first was the lifting of martial law). 
Yet agreements for rescheduling part of Poland’s $32 
billion in foreign debt have already been reached with 
the country’s big creditors, and Poland has been 
allowed to join the International Monetary Fund. 
General Jaruzelski could be forgiven for thinking that, 
with the amnesty behind him, the third condition—the 
restoration of dialogue with the opposition and the 
church—is being forgotten. Should it be? 
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The release of political opponents, including Mr 
Zbigniew Bujak, the former head of the Solidarity 
underground and once the most wanted man in Poland, 
is a sign of the government's strength. Solidarity still 
represents a powerful set of values, but as an organisa- 
tion it is finished: even its militants recognise the futility 
of knocking their heads against the general's iron bars. 
Slowly but surely, what the government calls “normali- 
sation”, grey and depressing though it is, has edged 
Poland back from the brink of chaos. A nod of approval 
from Russia’s Mr Gorbachev was all the general needed 
to sidestep the hardliners in his own communist party 
and let the former Solidarity people go. 


Strong enough to need a dialogue 

General Jaruzelski should not forget that third condi- 
tion, even if western governments mistakenly let him: 
he needs the support of his people, not their surly 
acquiescence, for his next economic steps. IMF member- 
ship and Poland’s new-found diplomatic respectability 
will bring in more western credits, enough to widen 
some of the bottlenecks in an economy that still 
depends on western spare-parts and materials to keep 
much of its industry going. But the trickle of new 
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-western money cannot help Poland put into practice the 


-radical economic reforms it has already put on paper. 

Among other things that will be needed to make the 
‘reforms succeed are large cuts in real wages and in 

consumer subsidies. For this, General Jaruzelski must 
win the co-operation of people who are notoriously 
prone to riot over food-price increases, and of disgrun- 
_tled workers whose productivity is still low. The prom- 
-ise of jam today, or even jam tomorrow, will not tempt 
them: it will be well into the 1990s before the Poles 
_Yegain even their standard of living of the late 1970s. 
General Jaruzelski needs the patience, goodwill and 
hard work of most Poles. It will take more than an 
< amnesty to earn it. 

The general. is having talks about talks. He has 
proposed setting up a consultative council, peopled 
-with lay Catholics, to advise the presidential Council of 
State. In today’s Poland, those he appoints will be seen 
at worst as stooges, at best as defenders of narrow 








church interests, not the interests of ordinary Poles. A 


bolder decision would be to invite some of his critics 


from outside the church to join the new council. 
Another would be to breathe life into organisations, 
such as the journalists’ and writers’ unions, which had it 
squeezed out of them under martial law. Workers might 
take more of an interest in their factory’s future if 
workers’ councils were given the clout they are meant to 
have under the reforms. : 

In every such move there is a risk, and General 
Jaruzelski would be taking one by giving a platform 
even to less forward critics from Solidarity than Mr 
Bujak or Mr Lech Walesa. But unless he is ready to give 
his opponents a legal voice, the general may soon find 
himself re-arresting many of the people he has just let 
out of jail. That would lose him all the credit of his 


_ boldness so far. It would also leave him with nobody but 


Russia to count on when next the spark of rebellion 
strikes Poland as—without reforms—it surely will. 





-Nix NOX now 


The promised changes at British power stations will not save 


Norway’s lakes or fishes 


Mrs Thatcher’s promise to cut the amount of sulphur 
` dioxide coming from Britain’s power-station chimneys 
by 14% over the next decade could make political sense 
by pleasing the Norwegians and by winning green votes 
zat home. It does not make either environmental or 
economic sense. In spending £600m in this way the 
British government has opted for the most expensive 
. and least effective method of dealing with acid rain. 
- Most Britons believe that they will be paying a 
premium of 1.5% for their electricity to save Norwegian 
forests. Actually, there is nothing wrong with Norway’s 
forests. In West Germany and parts of Canada air 
pollution has done terrible damage to forests, but few 
informed scientists blame acid rain. Ozone, produced 
..by car fumes and sunlight, is believed to be the main 
culprit, probably abetted by acid mist. 


The antacid mistake 
-Norway’s problem is not poisoned forests but acidified 
lakes and streams. These have a friend in Mr William 
= Waldegrave, Britain’s environmental minister and the 
man. behind the governments conversion to clean 
`: power stations. He says it is foolish to hide behind the 
scientific uncertainties that still remain and deny that 
British acid rain is the cause of Norwegian acid lakes. 
What he overlooks is that some of the semi-certainties 
tell a different story. P 

Acidification’s main effect is to kill fish. When the 
acid concentration rises above a certain level, alumin- 
‘ium ions are released from the soil and they poison baby 
fish. Few lakes are that acid, but many Scandinavian 
lakes experience pulses of high acidity in spring, at just 
the time when fish are hatching. i 

Snow is often more acid than rain. These pulses are 
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caused by melting snow, which deliver the acid it has 
accumulated during the winter without the filtering 
effect of drainage through the soil. Any measure that 
does not deal with the snowmelt pulses will be ineffec- 
tive—and the sad truth is that the planned sulphur- 
scrubbing equipment on three British power stations 
will probably not deal with impulses from snowmelt. _ 

How much effect will Britain’s action have? Assume 
that half the acidity in each pulse is sulphuric (though 
the evidence suggests that nitric acid plays a bigger part 
in acidifying snow) and that Britain’s contribution to 
the acidity of Norwegian snow is a third (though it is 
almost certainly less). Even on these assumptions, the 
effect of a 14% cut in Britain’s sulphur dioxide outp, 
will be to reduce the acidity of Norwegian snow by ha 
of a third of 14%—or by about 23%. Do not expect the 
salmon or trout to start leaping back into Norwegian 
waters for that. 

This is not an excuse for doing nothing. It is a reason 
for doing something effective. The urgent need is to 
deal with nitrogen oxides. In Britain, about half of these 
come from cars, the other half from power stations. The 
amount of sulphur dioxide in the atmosphere has risen 
only slowly, if at all, over the past decade. The amount 
of nitrogen oxides has risen faster than ever. Aided by 
hydrocarbons in car exhausts, they are killing valuable 
forests as well as lakes. 

In power stations it is easier and cheaper to reduce 
output of nitrogen oxide than of sulphur dioxide. That 
will change a decade from now, when coal-fired power 
stations can use pressurised-fluidised beds that reduce 
sulphur output by 90%, and use 10% less coal to 
produce the same amount of electricity. Sulphur diox- 
ide can wait until then. Nitrogen oxides should not. __ 
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Do your lead banks 
also lead the way in 


Euro-commercial paper? 


cial paper market through our 
London subsidiary, Bankers 
Trust International, Ltd. Our 
track record is second to none 


If credit is about all you 
can expect from your lead 
banks, perhaps it’s time to 
consider changing one of 


Bankers Trust has played a ma- 
jor role in many Euronote and 
Euro-commercial paper pro- 
grams established for high qual- 
ity corporate and sovereign 
issuers, such as Unilever, the 


Kingdom of Sweden, Oester- them. in actively dealing in the Euro- 

reichische Kontrollbank and é 

Credit National. To Bankers Trust. commercial paper and Euro- 
N With over $52 billionin note programs which have 






accounted for the majority of 
total notes outstanding to date. 
One reason why we lead 


assets, we can and do supply 
È credit in all its many 
forms. 


SS 
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ing skills and com- 
mercial banking 
strengths, we pro- 
vide our corporate 
clients with far more 
than credit. 

Our skills ex- 
tend to corporate 
finance, management 
buyouts, loan syndi- 
cations and yes, to 
the Euro-commer- 


h 

$ i ; ae 

Z But through our the way: our enviable position 

> n potent combination of being an active participant 
of investment bank- on both sides of the market, 


acting for issuers and inves- 
tors alike. 

It’s our wide range of 
services in so many areas that 
has helped make us a lead 
bank for so many corpora- 
tions. That’s because the 
financial needs of the modern 
corporation are complex and 
interrelated. Such needs al- 
most invariably require cross- 
disciplinary skills on the part 


Bankers Trust does. 


of a lead banker. 

Among the many services 
Bankers Trust offers: 

Swaps. Bankers Trust is 
a universally acknowledged 
market leader in the intricate 
world of currency and interest 
rate swaps. Our team of spe- 
cialists in London, New York, 
Tokyo, Hong Kong and 
Toronto completes an average 
of five deals every day. 

Corporate Trust and 
Agency. Over 2,000 corpo- 
rate and other entities depend 
on Bankers Trust to service 


over $150 billion in securities. 


We are the largest fiscal and 


innovative trade transactions 
that give our clients a distinct 
edge in importing and ex- 
porting. 

Options. Bankers [gy 
Trust is a leader in in- 
terest rate and foreign 
exchange options, pur- 
chasing and selling op- 
tions on both short- and 
long-term instruments. This 
strength enables us to de- 
sign option packages specifi- 
cally tailored to our customers’ 
investment or financing re- 
quirements. 

Today, any lead bank 
worthy of its position should 
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be able to deliver all of these Bankers Trust is one of the lead 


aying agent in the interna- 
Paying ag banks for Northeast Utilities, 


tional debt markets. a hr Lae the largest electric utility in New 
Trade finance. Our Which is why so many England, In addition to being 

knowledge of government corporations have chosen our k Tande ok ooecoeale Sanne 

export credit programs and bank as one of their lead corporate trust and employee 


benefit services. 


banks. 
Bankers Trust. 


our expertise in the capital 
markets enable us to structure 


ABankers Trust Company 
Merchant banking, worldwide. 


Dashwood House, 69 Old Broad Street, London Kishimoto Building, 2-1 Marunouchi, Tokyo 


irucks, aircraft 
and money. 


nd every year we make more of them. So much so, that for the last five years Saab-Scania Group sales 
ave increased by an average of 18% and profits have risen by an average of 24% per year. 
This is the result of a determined policy of concentration and specialization in products for well defined 
market sectors. Areas such as high pertormance passenger cars, trucks for heavy transport and aircraft 
for regional traffic. In these areas Saab-Scania products have earned a reputation for technical innovation 
and quality. 
in the field of specialized transport technology the symbol of Saab-Scania is the sign of technical innova- 
on and financial strength. 





The Saab-Scania Group manufactures automotive and aerospace products: passenger 
Cars, trucks and buses, military aircraft, missiles, satellites and the Saab SF340 airliner The 
_ Group also develops other advanced products in the fields of electronics, optics, sensors 
dimage processing as well as in the area of energy technology. 
_ We employ 47000 people in locations in Sweden and 30 other countries. 
985 the Group sales were SEK 32 billions (GBP 2.9 billions) with profits of 2.8 billions 
GBP 255.2 m.). Return on total assets was 14.5 percent, solvency (equity/asset ratio) was 
| percent and capital expenditure amounted to 4.4 billions (GBP 401.1 m.), equal to 13.8 
percent of sales. 
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EDUCATION 





The most important choice 
so few can make 


Norman Macrae has been let loose in the next six pages to recommend 

radical reform of state-financed education for teenagers. His main 

proposes for change are for secondary education in Britain, but he 
opes to arouse thinking and hackles more widely than that 


Economics can take over from anthropol- 
“-y, says one Nobel prizewinner, only 

yere production and exchange are gov- 
--aed by a system aiming at income 
maximisation, instead of by a backward 
society’s rules based on custom, kinship, 
status and tenure. 

When studying the backward industry 
of modern education, any anthropologist 
stands grinning on familiar ground. Hard 
economic studies of education have been 
resented since Adam Smith’s remarks 
about Oxford University, which every 
good teacher lays to heart. Smith judged 
Oxford a hopeless place because the 
teachers’ “subsistence, so far as it arises 
from their salaries, is derived from a fund 
altogether independent of their success” 
in teaching young men. He thought Ox- 
ford would remain hopeless so long as 
“the endowments of schools and colleges 
diminish the necessity of application in 
the teachers”, and he wanted these en- 
dowments to be replaced by fees specifi- 


| tied to the educational results 


ieved. 

In the next 200 years all Christian 
countries, although not Confucian ones, 
decided that competitive and fee-paying 
(ie, efficient) education would be unsuit- 
able for their working classes. This had 
the comforting result that no researcher 
took any quantitative grip on what, if 
anything, particular expenditures in edu- 
cation actually achieved. Then those 
damned computers came along. 


Much of education doesn’t exist 

In the first of the big computerised stud- 
ies, Mr James Coleman and others exam- 
ined the verbal skills of 645,000 students 
in 4,000 American schools in the 1960s, 
and correlated it with the things that 
educationalists had thought mattered: 
greater expenditure per pupil and on 
themselves, smaller classes, modern 
buildings and equipment. The results of 
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the study were shattering to any thinking 
person who read it. 

In those Great Society years when 
American state spending on education 
was doubling fast, Mr Coleman could find 
no correlation between these supposedly 
desirable things—including higher expen- 
diture per pupil—and the standard of 
education that any pupil achieved. The 
report came horribly close to confirming 
Adam Smith's cynical view that money 
thrown at non-fee-paying education 
would disappear down the sink of a 
system “in general contrived, riot for the 
benefit of the students, but for the inter- 
est, or more properly speaking for the 





A non-sovereign consumer 


aw 
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ease, of the masters”. 

Mr Coleman found that educational 
achievement was most profoundly affect- 
ed by (a) the family background and (b) 
the peer group environment of the pupil 
(ie, if you go to a school where the other 
pupils are allowed to stay lazy and nasty, 
there is a mathematical probability you 
will become lazier and nastier yourself). 
The language in that first Coleman report 
failed sufficiently to recognise a truth 
about point (b): that good teachers can 
change the peer group environment in 
their school. But Mr Coleman himself 
would agree that all subsequent research 
has shown that they marvellously can. 

It is now statistically certain that rich 
countries’ teenagers, especially the poor- 
est of them, could be made more self- 
reliant and more happy by educational 
reforms that would be exciting and pro- 
ductive and cheap. It is also statistically 
certain that much of modern educational 
practice is moving the opposite way, and 
is thus making more teenagers more like- 
ly to lead lives that will be horrid for 
themselves and the communities in which 
they live. The object of these pages is to 
discuss how best to turn things round. Its 
eventual proposals will be for secondary 
(ie, age 11 to 18) education in Britain, but 
it is hoped others are listening in. 


Rutter, out of edited Hirohito 
The first surprise for the inquiring outsid- 
er is that all respectable recent research 
has agreed on what is happening—al- 
though there is a polite convention, which 
this rude survey will flout, to present the 
discovered facts in the style hereafter 
called “edited Hirohito”. The opening 
sentence of the original draft of Emperor 
Hirohito’s 1945 surrender broadcast to 
the Japanese people was “Japan has lost 
the war”. After editing by bureaucrats 
akin to western school inspectors, the 
sentence instead squeaked out, over that 
week's smouldering ruins of Hiroshima 
and Nagasaki, as “the war situation has 
developed not necessarily to Japan's ad- 
vantage”. Tinges of this style appear even 
in Britain’s finest piece of educational 
research: the report by Professor (of child 
psychiatry) Michael Rutter, printed in 
paperback as “Fifteen Thousand Hours”, 
and largely financed by the much ma- 
ligned Inner London Education Author- 
ity. 

Rutter’s team studied 20 (then in more 
detail 12) British comprehensive schools, 
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with pupils aged 11 to mdstly 16, in a 
coyly anonymous area of South London 
which was such a near-neighbour to hell 
that everybody can guess which it is. 
More than a quarter (28%) of the fathers 
in this area had been guilty of some 
offence, and 8% had been in prison. 
Nearly a third of the children at the 12 
schools were from broken or breaking 
homes, over half lived in accommodation 
with more people than rooms. A quarter 
‘came from immigrant families, 17% of 
the fathers from the West Indies. Only 
10% at age ten were rated in the top 
intelligence band to which a quarter of 
British children belong. 

By contrast, the schools to which these 
disadvantaged children went seemed dis- 
tinctly advantaged: about one-third more 
money spent and nearly one-third more 
teachers employed per 100 pupils than in 
the average British school. Beneath the 
obscene graffiti were excellent science, 
technical, craft and library rooms. 

From these high taxpayers’ inputs came 
perverse but erratic outputs. By age 18 
about one-third of these schools’ old boys 
had been formally warned by the police 
or found guilty of committing some of- 
fence, and this in an area with a below- 
‘10% clear-up rate for juvenile crime. But 
the startling feature of Rutter was the 
difference in results between neighbour- 
ing schools, with much the same pupils. 


_ Unchallenged producers 
In crude figures, the delinquency rate for 
boys still at school ranged from 0% at the 
best of the 20 schools to 31% at the worst, 
_ undesirable pupil behaviour (such as hit- 
ting teachers) ranged from 0% at the best 
to 48% at the worst, 28% of pupils at the 
“worst school were still unable to read 


properly versus 6% at the best, rates of 


-absenteeism ranged from 13% to an in- 
credible 36%. 

Even when every allowance was made 
for differential intakes by examining each 
pupil’s home background and pre-sec- 
ondary-school record, it was clear that the 
same boy going to the worst of the 12 
schools was three times more likely to be 
delinquent by age 18 than if he went to 
the best school, he was five times more 
likely to be generally naughtier, and near- 
ly four times less likely to pass exams; 
indeed a child in the top national quartile 
of intelligence at the worst school got only 
the same exam results as a child in the 
one-from-bottom quartile of intelligence 
at the. best school. 

If a producer of anything sold on mar- 
kets is between three and five times more 
harmful to his customers than a compet- 
ing rival, he quickly goes bust as custom- 
ers switch to his rivals. This is how 
production is kept innovative in comput- 
ers, and. non-poisonous even in tinned 





spinach. Britain has not allowed the same 

self-cleansing process of consumer sover- 
eignty. in education for disadvantaged 
kids; it has instead left education under 
upper-middle-class producer sovereignty, 
with all of history’s usual. results. Most 
first delinquencies, drug-takings, nasty 
sexism or racism (including some racist 
acts. by blacks against whites, but more by 
whites against Asians) are committed in 
gangs; and the awful truth is that in the 
worst British schools the passport to 
friendship and group membership for a 
new entrant is to indulge in them. Same 
thing in America. 


Coleman and the Catholics 

The United States once liked to believe it 
was founded on a tradition of common 
schools, where the local bank president’s 
Harvard-bound daughter rubbed knees 
with the local drunk’s disadvantaged son 
called Ronald Reagan. When suburbia 
was created by the growth in car owner- 
ship, this. democratic ideal quickly prove 
hokum for inner cities and then for nearly 
everywhere else. Today you get your 
children into the best American public- 
sector school by buying a small $250,000 
house near it. 

In: his recent “High Schoof Achieve- 
ment”, Mr Coleman caused another stir 
by ‘showing that America’s public-sector 
schools are now ‘considerably less egali- 
tarian in. outcome than the major portion 
of the private sector—the Catholic 
schools”, which teach 6% of America’s 
teenagers, versus 91% in the public 
schools, Because Catholic schools have 
less money than public-sector. schools, 
with worse-paid teachers handling larger 
classes from two problem communities, 


` 11) better at maths than the average bl 





progressives used to clamour they should 
be closed down. “The parents are: all 
drunken Irish. and: mafioso Italian”’ ; €x- 
plained Roosevelt’s radicals, “and the 
model old boy will be Al Capone”. But 
today, says Mr Coleman: y 

In.all areas of behaviour, without exception, 

the public schools have greater student be- 

haviour problems than the Catholic schools. 

In some areas, such. as attendance, cutting 

classes, fighting and threatening teachers the 

average (Coleman’s italics) public school is 
outside the whole range of Catholic 
schools—that is, at a point beyond which we 
would find less than 2.5% of the Catholic 
schools. 
In passing exams, American Catholic 
schools far outperform the public schools, 
both absolutely and still more per dollar 
spent. They do particularly well for the 
6% of their pupils who are black. In 
American public schools the average 
white pupil is 2.7 points (the top mark is 
pupil at entry, and a still more embarri 
ing 2.9 points better at the senior year, sm 
Catholic schools the black pupil is 2.0 
points behind the average white at entry, 
and only 1.7 points behind in the senior 
year, by which time the:black at a Catho» 
lic school does better at maths than all 
categories of whites at public-sector 
schools, save only those white children 
whose own parents were university- 
trained. 

The Catholic schools do better than 
public-sector schools because they are 
fee-paying: because each can exist only so 
long as parents want to send children to 
it, and all therefore have to adapt towards 
the practices that bring the best results. 
There is now strong statistical evidence 
about what the best practices aren’t. 





Towards finding what works 





if the disadvantaged and drug-taking son of a poor. uneuccoedltt 
burglar joins a school where he is treated as a welfare case instead of an 
ordinary scholar, he is likely to turn out worse 


Although its sponsoring ILEA might not 

like this, the Rutter report said bluntly: 
It.is.clear now from many studies. in both 

» Britain and the United States that the. varia- 
‘tions between schools or between local au- 


~ thorities in either financial resources or size 


of school class show no clear relationships to 
differences in. scholastic’ attainment (see 
Jencks et al, 1972; Averch et al, 1972; Rutter 
and Madge, 1976; Summers and Wolfe, 
1977). On the other hand, these rather 
concrete variables say nothing about a whole 
range: of school features which might (Rut- 
ter’s italics) influence... 20. 0o0 4 
By its end, Rutter’s report \ was claiming 
that its research had shown which school 
variables were associated with better re- 
sults. All subsequent: international « re- 


search seems to your correspondent to 
have confirmed and supplemented its 
view, so here (translated out of edited 
Hirohito) are the statistically likely re- 
sults of five sample schoolmasters” poli- 
cies. Try to guess each result as the policy 
is stated. 

(1) Head says (a) that his school “fa- 
vours pastoral rather than academic ap- 
proach” and (b) that his “teachers are 
allowed to decide what courses to teach”, 
Results of (b) are disastrous, as isolated 
young women, sometimes terrorised ‘by 
pupil-thugs, teach their own syllabus with 
little interest being taken in what they are 


‘doing or how. The apogee of (a) is the 
school which i is proud that a backward or 








difficult pupil here gets more. care and 
attention than any Oxbridge candidate at 
a grammar school, and we follow our 
pastoral policy through to visits to his 
parents”. These visits are an insult to 
working-class pride, so the poor little 
backward boy probably gets larruped. 
The simply difficult boy often has a sim- 
ply difficult father, and his mocking of the 
teacher strengthens his horrible Tommy 
into making the school more hell. So the 
next trend is to say “Posh Eton can ask 
Skinhead Major to leave, but if we at 
state schools suspend him he calls that a 
holiday; state education won’t work until 
we can expel our 5% of unschoolable 
children and leave then unschooled”’. See 
later for a better solution. 

(2) Teachers push children to take 
exams. which in neighbouring school 
would be regarded as beyond their capa- 
bilities. Results are definite improvement 
* school behaviour as well as attain- 

ints, but with one important proviso- 

č school is geared to success in exams 
which more than two-fifths of children are 
overwhelmingly likely to fail, then those 
two-fifths of humiliated youngsters can 
make the place grow steadily worse. Call 
this the two-fifths rule, with implications 
discussed in next article. 

(3) In Suckuptotheboys Hall a lot of 
homework is set, carefully marked, with 
praise such as sticking essays on the wall 
for good work; the pupils bring their own 
textbooks and notebooks to class (or 
leave them in desks which are their pri- 
vate haven), then take them home. In 
Ruletheboys Comprehensive, homework 

is rare. Books are handed out and collect- 

ed during each class; they are never 
allowed outside the classroom because 
“the children would nick them”. With 
exactly the same pupils, which school is 
more cost-effective? 
Suckuptotheboys Hall has dramatically 
tter behaviour, cost-curbing and exam 
results, with less able pupils being most 
helped by praise. Ruletheboys Compre- 
hensive sets up a vicious circle in which no 
improvement in behaviour or learning 
process become possible. It is also far 
more expensive on textbooks. 

In some Japanese schools all pupils 
own their textbooks, each is bought back 
by the school eventually, sometimes at a 
profit to the pupil if he has kept it in good 
shape; most pupils then buy their books 
at secondhand sales at the beginning of 
the school year at prices, and with buy- 
© back promises, rigged in poorer pupils’ 
favour. This reduces the need for replace- 
ment of books to a fraction of that in 
schools where books are communal prop- 
erty. and thus communally vandalised. 
~ Some parents pay net for their children’s 
© books, but remember that in Britain two- 
_ thirds of schoolchildren’s: parents. own 






















car. 

(4) School is overcrowded into over- 
large classes on split sites, with poor 
common-room facilities for teachers and 
worse graffiti-messed ones for children. 
Results are surprising. Rutter found 
schools overcrowded on split sites actual- 
ly had above-average results. This is not 
because overcrowding is. desirable, but 
because some element of choice is present 
in most systems—~and the better schools 
become overcrowded; so don’t worry 
when tomorrow's necessary extension of 
choice means “bring more mobile class- 
roomsin”. There is no correlation in most 
studies between better facilities for teach- 
ers and better teaching, except that teach- 
ers need more access to clerical assistance 





than is the British norm. But clean sur- 
roundings for children, especially use of 
an unvandalised telephone, do bring bet- 
ter results; make any child rub his own 
graffiti out. 

(5) Some teachers authoritarian, others 
democratic. (asking children how they 
would like things done), others laissez- 
faire: Which have best results? Answer: 
authoritarians have least trouble in class, 
democratically controlled children have 
better behaviour when no teacher is there 
(which is more important), laissez-faire 
have worst results.on all scores. The ideal 
system is agreed diciplinary approach, 
but not much use of actual punishment— 
and certainly not caning because an as- 
tonishing majority of men get sexual 
satisfaction from it (which means those of 
us utterly bewildered by this are 
abnormal). 


Not quite by vouchers 
The most important fact about these five 
examples is that a lot of good teachers will 


disagree with some of them. So reform. 


cannot be ordered with vague “don’t do 
this” diktats from on top. It can be 
introduced only by greater parents’ 
choice, Then those schools with awful 


outcomes eventually won't attract pupils 


unless they change their ways. The most 









elegant proposal for extending choice is 
the voucher system, which has almost 
every virtue except that it does not quite 
work. 

In the British version of vouchers pro- 
posed by the admirable Mrs Marjorie 
Seldon, each child of school age would: 
get an annual book of three vouchers, one 
for each term. In 1981-82 ILEA showed 
the annual costs per pupil in London’s 
state schools as £1,011 at primary day and 
£1,375 at secondary day schools. Average 
annual fees in. private fee-paying schools 
were then £1,012 at primary day and 
£1,322.at secondary day. 

So the theory is that each child should 
have vouchers near to those totals. Then 
the parent could spend them either (a) by 
continuing to send them and the child to 
the local ILEA school; or (b), if that local 
school was Undothegirls Hall, to one of 
the new private schools that should find it 
profitable to flock in, perhaps run by the 
100,000 British women ex-teachers who 
have left the state system. 

When experiments in vouchers have 
been. made—in about a dozen places 
beside the most-studied Alum Rock (a 
mixed white-black-Hispanic district near 
San Francisco)—the fair summary is: they 
have had none of the bad effects forecast 
by their opponents, but also insufficient 
of the good ones. 


Instead, by capitation fees 

Teachers always oppose vouchers at first, 
but two years later at Alum Rock asked 
that voucher financing be written into 
their contracts; they were chuffed that 
vouchers brought good students chasing 
better teachers rather than posher build- 
ings. The voucher schemes do bring a 
change in the worst schools. Before 
vouchers, some teachers say that parents — 
don’t want elitist and competitive educa- 
tion for their children; after vouchers the 
schools emphasise how competitive they 
are. 

Unfortunately, the schemes have 
brought fewer emptyings of awful schools 
than reformers hoped and teachers 
feared. Poor and ignorant parents are not 
always brilliant at deciding whether and 
whither to send their children under a 
strange new system, and the new schools 
suddenly touting for custom may prefer to 
attract preppy middle-class recruits any- 
way. Gainers from vouchers include 
those who can then get taxpayers’ aid to 
attend independent schools, which in 
Britain already~get charity tax status, 
some ethnic groups seeking their own 
special ‘education, which in America use- 
fully included Latinos but in Britain could 
include mullahs of Islam. In British Co- 
lumbia.a voucher-system usefully enabled 
some small-communities to:keep schools 


aTa 


going by cutting costs (parents do the 
plumbing). 
Interestingly, Alum Rock, when ‘the 
federal financing for its voucher experi- 
ment was over, went instead to open 
enrolment plus financing for each school 
according to the. number of pupils it 
attracts. This is also the scheme proposed 
for Britain in the recent “Save our 
schools” (Conservative Political Centre, 
July 1986, £1.50) by 13 Conservative 
backbenchers, of whom four are genuine 
future high fliers. Although written in a 
Tory version of edited Hirohito (with 
middle-class whines), this pamphlet 
shows the educational reform likely to be 
brought in Britain by the next Conserva- 
tive government, whether that comes in 
1987-88 or the 1990s. Now is therefore the 
time to discuss its main goed features and 
its two bad mistakes, 

The main features of the policy are: 
schools should not be run by local au- 
thorities, but by school boards composed 
mainly of parents of pupils currently 










Stop Brixton burning, 
_ and so do today’s un versities 


Do you deplore the view of a former 
Mistress of Newnham?: 
To obtain the maximum equalising effect, 
distribution. [of educational effort] from 
must be not only independent of, but nega- 
tively related to, the distribution of inequal- 
ities of fortune, including genetic make-up. 
This woman is saying that the state should 
spend more money on your children if 
you are a typical inhabitant of Brixton 
than if you come from the Isle of Wight. 
She is right. Ten-year-old children in 
_.Brixton are twice as likely to have emo- 
“tional, behavioural and reading prob- 
lems. They therefore become twice as 
piy to blow us up. 


A price on every head 
When the capitation-fee system becomes 
as uncontroversial as sales of council 
houses—-which it will—progressives and 
free-marketers should advocate the larg- 
est capitation fee for the most disadvan- 
taged child. Free-market principle: if, 
under open enrolment, the best schools 
are not accepting particular categories of 
child, then the state capitation payment 
for those categories should rise. As gang 
leader of those 5% of alleged unschool- 
ables, Skinhead Major should carry a 
large enough capitation fee for some 
school to try to rehabilitate him, although 
a juvenile court should be able to order 
that some part of that extra capitation fee 
be recoverable from the parent. 
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there; finance should be: allocated to 
these schools according to the number of 
pupils they attract (with the schools being 
able to choose how much salary to offer 
to‘attract any particular teacher); open 
enrolment so that a parent can send a 
child to any school that will accept her or 
him. This “capitation fee model” would 
be a far better system than Britain’s 
present educational mess, but it includes 
two misfortunes. The scheme needs to be 
amended so as to bring greater equality of 
opportunity, and the proposed school 
boards need to be of different member- 
ship and shape. Discuss equality first. 





The three meanings of equality 


see why comprehensives aid the toffee-nosed, 


‘The second equality issue in Britain 
concerns comprehensives, and the best 
text here is the headline that a Viennese 
newspaper, on April Fools’ day 1919, 
launched on its starving city: “Archduke 
Franz Ferdinand alive. World war fought 


- by mistake.” 


Until the 1960s Britain divided its ten- 
to 12-year-olds into academic sheep 
(grammar schools) and non-academic 
goats (secondary moderns). This was po- 
litically unpopular with the three-quarters 
of parents whose children were labelled 
goats, and who supposed their education 
would be levelled up if they were bundled 
into comprehensive herds with the sheep. 
The sheep bleated with equal lack of 
evidence that they would be. levelled 
down. 

While Britain was abandoning selectiv- 
ity in two streams, West Germany was 
extending it to three. About a quarter of 
German children go to the Gymnasium, 
equivalent of the old British grammar 
school. They seem to get.a rather worse 
education than top children at British 
comprehensive schools; only 8% of each 
West German age group gets a.university 
degree versus 14% in Britain. 

Beneath the Gymnasium; a rising third 
of West German youngsters go to the 
Realschule: technical or- commercial 
schools whose leaving exam, the:rapidly- 
changing Realschulabschluss, will gener- 
aly lead toan industrial ‘or commercial 









apprenticeship. While Britain has 40,000 
apprentices, West Germany has 600,000 
and ‘thus much lower youth unemploy- 
mënt, Everybody agrees the Realschule-is 
a success. 

On the bottom rung, that leaves nearly 
half of German 11- to 16-year-olds still 
going to the Hauptschule, equivalent of 
Britain’s old secondary moderns; but in 
1982 around 10% of these achieved the 
Realschulabschluss straight from Haupt- 
schule, and no less the 80% got ‘the 
Hauptschulabschluss which lets you go to 
vocational school and get an apprentice- 
ship or settled job from there. This is how 
West Germany avoids the ravages-of the 
two-fifths rule. 

The British comprehensive school was 
founded on the concept of the American 
common public school, and the assump- 
tion that non-selectivity does special good 
for the disadvantaged and those at the 
bottom of the ability range. Anybc?~ 
who has looked at Harlem knows itd 
the opposite. After 90% of British 11 
16-year-olds have moved ‘into compre- 
hensive schools, a statistical article in the 
May 1985 Review of the National Insti- 
tute of Economic and Social Research 
reports that the selective 

German schooling system provides a broad- 

er curriculum, combined with significantly 

higher levels of mathematical attainment, 
for a greater proportion of pupils than does 
the English system: differences are particu- 
larly marked at the lower half of the ability 
range. Attainments in mathematics by those 
in the lower half of the ability range in 

England appear to lag by the equivalent of 

about two years’ schooling behind the corre- 

sponding section of pupils in Germany. . ... 

German schools provide more pre-vocation- 

al instruction, and this has a definite. com- 

mercial and industrial (nor merely “craft’’) 

emphasis; this again particularly affects the 

lower half of the ability range .... The 

proportion of Gpp absorbed by educati 

appears lower in Germany. 
So the Surrey middle classes say “t 
effects of comprehensivisation round 
here have not been as bad as mummy 
feared”, while the Brixtonians relapse 
into differential hells. 









Towards Crown Technical Schools 

The policy assumed by the Conservative 
authors of “Save our schools” is that this 
problem will please go away. With a 
capitation fee they suppose that: 

The arguments about which type of school- 
ing should be imposed would all become 
meaningless in a system which allowed for 
proliferation. Selectivity, streaming, com- 
prehensivisation, large classes or small, sin- 
gle sex or mixed, denominational or not; no 
doubt all would become available. The 
choices of parents would determine not only 
the policy for each individual school. They 
would, by deciding where to send their 
children, ‘determine the overall pattern of 
education which resulted. : 













of fitting British education into a German 
apprenticeship systemm—should fall on de- 
voted parents in Brixton who have never 
heard of it. 

There needs to be some central govern- 
ment intervention to establish British 
equivalents of the Realschule, perhaps 
under some name like Crown Technical 
Schools. It may be best to establish the 
first in inner cities in some fine school 
buildings with awful output that will go 
bust under capitation fees. Get some big 
businesses (not only manufacturers) to-be 
co-sponsors of the first Crown Technical 
Schools, and to take apprentices from 
them; better for these first school spon- 
sors to be non-local employers, so that 
the apprentices can escape from their 
ganglands. 

Once the first Crown Technical Schools 
are in being, gently subsidise others to 
fatow—with local employers as co-spon- 

sand under the normal capitation-fee 

tem. 

The biggest German achievement is the 
Hauptschulabschluss which gives the bot- 
tom 40% something to aim at. The obvi- 
ous British device would be to have entry 
exams for the Manpower Service Com- 
mission's training schemes, so that these 
became aspirations instead of dustbins. 
Offer the rejected 10%, if they wish, a 
higher capitation fee to go round again. 


Europe’s ignorant 40-year-olds 

The third equality issue is that more 
means better. Up to the 1960s the Ameri- 
cans and Japanese, with very different 
school systems, kept five or six times as 
many of their 16- to 18-year-olds at school 
as did the Europeans. 

The key manager, technician and 
skilled: worker in your workplace today 
are probably all aged around 40, and were 

perefore 17 in 1963-64. In that year 70% 
Americans stayed at school past age 
16, as did 57% of Japanese, but only 12% 
of English and 11% of West Germans— 
and those last almost entirely from the 
upper middle classes. If you take 100 as 
the average citizen’s chance in 1964 of 
staying in education to age 18, then the 
chances for the different social classes in 
that year were: 


Professionals’ Clerks’ Manual 


sons sons workers’ 
sons 
USA 117 120 85 
Japan 204 11448 
England 620 134 3 
W. Germany 589 113 12 





In other words, a lawyer's child in Eng- 
land in 1964 was 20 times likelier to get an 
extended education than a hod-carrier’s 
on, but-in-America he was not even 1) 
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“This assumes that the hardest task—that 





some of the higher education in America 
and Japan (“they get degrees in market- 
ing and hotel management, for goodness 
sake”), and that was Britain’s big com- 
mercial mistake. 

The West Germans started in the mid- 
1960s to rush for more post-age-16 educa- 
tion, but deliberately made it vocational. 
The proportions of 17-year-olds still be- 
ing educated in 1983 were: 


Still bei Vocational General 
educated % % 
USA 87 © 24 76 
Japan 94 30 70 
W. Germany 89 79 21 
Britain 53 43 57 
Spain 50 45 55 





The Japanese have gone to the head of 
the league, with 94% of their 17-year-olds 
still being educated—so watch how they 
prosper. Japanese post-16 education is 
academically very selective, with the best 
high schools requiring an 80% pass mark. 
Although there are many scholarships, 
most top Japanese senior high schools are 
private and fee-paying; yet a Japanese 
shopfloor worker’s son has about one- 
fourth as large a chance of “getting on 
this escalator” as a Japanese surgeon’s 
son, while in Britain a Brixtonian’s 
chance is probably still nearer the one- 
twentieth which applied to all British 
working-class children in 1964. Fees-plus- 
scholarships work egalitarianly. 


Higher miseducation 

“Seventeenthly, ma friends,” said the 
Scots divine, “we come to a verra great 
deeffeeculty. Let us look it squarely in the 
face, and pass on.” That will be this 
article’s attitude to British university edu- 
cation, and to the claim that much more 
public money should be thrown at it 
because expenditure on higher education 
is supposed to bring a 5-8% real rate of 
return. This calculation is reached by 
measuring the excess of the average grad- 
uate’s lifetime earnings over those of the 





Any capitation fee system will be oppoped 
government authorities and (most reasogal 
how a ruling governing body for each scho 


When capitation fees arrive at schools, 
each teacher’s salary will be negotiated 
with the school or institution that employs 
him, which is the normal course for 
professional people. At present, British 
teachers de-professionalise themselves by 
having a national salary scale. It gives bad 
teachers as much money as. good ones. A 





times-likelier. The British used to titter at 








average A-leVel non-graduate, and then 
assuming the graduate group (who are 
heavily skewed to represent the cleverer 
children of the professional classes) get 
their higher lifetime incomes wholly or as 
to two-thirds because professors have 
taught them Medieval History for three 
youthful years. It may therefore-be useful 
to note what actually is happening. 
Without any requirement to pay for 
their education, the best British students 
are at present able to study whatever 
subjects they wish, wherever they want. 
There ‘is therefore a real element of 
choice shaping the courses into which 
these best students crowd, and Oxbridge 
is probably right to say that some of the 
education it imparts “happens to be one 
of Britain’s widely respected glories”. 
But, as Mr Douglas Mason has pointed 
out, the long tail of less gifted students 
study a second or third choice subject in 
an institution they would never have 


voluntarily chosen. 


The costs per student at these institu- 
tions range from about £20,000 for an arts 
or social studies course to about £55,000 
in medicine. The student gets all this free, 
except that the £2,000 or so a year which 
represents his own maintenance may be 
means-tested. Each year Britain there- 
fore throws to a new entry of about 
100,000 young people, fourteen-fif- 
teenths of them drawn from the three 
upper of the five social classes, an invest- 
ment sum of between £20,000 and 
£55 ,000—-and tells them to go invest this 
taxpayers’ money in their own education. 

If they were told to invest £20,000- 
55,000 of taxpayers’ money in small busi- 
nesses, the market would soon show that 
many had made asses of themselves. So 
they do in education, but there is no 
market through which the mistakes are ` 
found out. It really is going to be impor- 
tant to move to a system of loans, instead 
of grants, to finance university education; 
so that students as customers can start 
demanding what they want, rather than 
picking up for free whatever is available 
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teacher in London (where a profession- 
al’s house costs about £70,000) gets little 
more than a teacher in County Durham 
(where a better house costs £30,000). 
Teachers in yesterday’s subjects earn as 
much money as scarce teachers of mathe- 
matics, physics, modern languages—even 
in boom areas where other job opportuni- 








‘ties for the 2% of Britons properly edu- 







cated . in -mathematics -and -physics 
abound. 
- The results of the present system arei a 
drain of teachers: from London: anda 
“shortage of high-tech teachers in high- 
tech boom areas; a surplus of good teach- 
ers in yesterday’s subjects. (which are the 
ones taught well to the top 25%) and a 
“shortage of teachers in precisely the 
maths, etc, that the bottom 50% of job- 
seekers most need. This anti-working- 
class. system stays in being because the 
teachers’ unions see it as the way to keep 
themselves and their restrictive practices 
and their common-room activists in 
- power, 
The unions are thereby destroying their 
members’ prospects as well as their pro- 
fessionalism. Because education is so cru- 
cial, teachers have grown used to thinking 
that no politician will want to. trim their 
numbers——just as farmers thought when 
there were three times as. many farmers in 
rich countries as there are now. Increas- 
‘ingly, after recent union ructions, govern- 
~ ments will ponder whether one teacher 
‘scan do. what two did before.. Japan’s 
teachers have become more than twice as 
productive as Britain’s, because average 
school classes in Japan are twice as large, 
with better academic and more sophisti- 
¿cated disciplinary results. In the next 
decade the number of Britain’s teenagers 
will fall by nearly a quarter, and there will 
“be demands that the number of British 
“secondary teachers’ jobs fall by more. 
The central salary bill has become so 
vast that this year’s catch-up compromise, 
which will still not restore teachers to 
their relative real incomes in 1974, is 
being advertised as costing £2.9 billion, 
admittedly over more than one year. 
“Labour governments in particular—as 
they make Hawkeish and Mitterrandish 
retrenchments—will not want to have to 
spend many more £2.9 billions, which can 
be balanced only by enormities such as 
cutting one year’s expenditure on the 
National Health Service by one-sixth. So 
they, too, will not really seek to restore 
-comparability in teachers’ pay, which will 
be too expensive for anybody to re-attain 
so long as teachers are distributed in all 
their present wrong subjects and places. 
Instead, Labour governments will fol- 
low Tory ones in basing their education 
planning on some measure of expenditure 
per pupil. Even if they do not go for a 
capitation fee, any such policy will be 






numbers are going down. One factor is 
working in teachers’ favour: well-educat- 
ed young women at last have a much 
wider range of jobs they can enter, and 
will not be crowding into teaching. But 
that. is another reason why repeal of 
= Britain’s centralising Remuneration. of 









popular with ruling politicians while pupil.: 


come. ee 
The second good consequence of capi- 
tation fees will be to. remove any. control 
of education from local government au- 
thorities, because geographical monopo- 
lies are the worst way. to control it. 
Parents need a choice whether to send 
their sonsto schools mad keen to produce 
scholars and Arsenal centre-forwards, or 
to schools which disapprove. of competi- 
tiveness either in classwork or tidd- 
leywinks: At present, the local authority 
imposes its own view on all schools in its 
area~which should be regarded as an 
indictable violation of individual human 
rights. 

The average quality of education can- 
not quickly improve until able young 
teachers can rise by merit. At present you 
edge up the promotion ladder through 
slow seniority, and through up-buttering 
establishment figures and local politicians 
whose. grasp of educational research is 
pre-computer. 

The arguments against local politicians 
as school organisers are not just that they 
run so. many ‘pre-Rutter schools in the 
post-Rutter information age, but that 
they run them with secrecy and waste. 
Once a capitation fee system were in 
place, each properly-run school. would 
hold regular parents’ meetings—with au- 
dited accounts, audited academic and 
disciplinary records. Each would have a 
fund-raising panel trying to tap new 
sources of finance, and seeking to rent 
out school grounds and equipment 
through the major part of each evening 
and year when they are not used. Most 
would hire competitive contractors for 
cleaning, maintenance, transport, cater- 
ing and other services—sometimes from 
co-operatives founded by their pupils 
who had recently left. Many would try for 
some. specialist fame: in music, sport, 
technology, or the teaching of business 
efficiency with local firms as,sponsors. 












All by devoted boards? 

Where would such paragons of new gov- 
erning boards for each school be found? 
“Save our schools” says that “instead of 
being political appointees, the board of a 
school should consist for the most part of 
parents with children at the school. Op- 
portunities for takeovers by ideological 
activists should be limited by the use of 
postal ballots.” That might work in a few 
places where parents of children briefly at 
some particular school are willing to de- 
vote evening hours to running it, but most 
of these would be in middle-class areas 
where there are not usually grave educa- 
tional problems under. any system any- 
way. The system of governing boards in 
other areas must be variegated, which is 
what is desirable anyway, ©. oa 






Teachers Act seems some day bound to 


“The first priorities are to repeal the 


' Remuneration of Teachers’ Act, give par- 


ents open enrolment (let them enrol their 
children in any school, even outside their 
local government area, which will accept 
them), and. tiè educational finance ‘to’ a 
capitation fee for each child enrolled. The 
legislation would then require local au- 
thorities to devise approved governors’ 
boards to run each school, with tapering 
finance to reward any local authority that 
is fairly quick about it. 

Except where parents are willing to run 
parents’ co-operatives, it will often be 
Tight to have a chairman of governors 
who is paid some salary. While the head- 
master is running the school as chief 
executive, the chairman will be touting 
for customers. It will be sensible to have 
some retired-at-60 teachers and former 
educational bureaucrats in these chair- 
men’s roles, because they will be operat- 
ing in a competitive situation. If a scho~" 
fails to attract pupils, or is having awl 
audited results, then the alternatives W... 
be to close it, or establish a Crown 
Technical School on the site, or bring ina 
new governing board (it is possible that 
some flying rescue teams will become 
well-known). 

If private fee-paying schools can fi- 
nance themselves by taking the .state’s 
capitation fees, particularly the ‘higher 
ones attached to disadvantaged or diffi-: 
cult children, they should be allowed to 
do so; the scheme would then become 
more like a voucher scheme,» though 
without initial traumas. 

The present mess makes it probable a 
capitation fee system. will come to Britain 
eventually. The danger is that this could 
become another typical British reform: 
making the education of the top 25% 
even better, but leaving misery and mis- 
education among so many poorer adoles- 
cents. These pages have tried to prepa 
progressives for the battle, under on 
guiding principle: when you find a place 
where British education is awful, throw 
more competition (not money) at it. 
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W Turnover up 12% 
W Profit before taxation up 12% 


W Earnings per ordinary share up 21% 


Investing for growth 





The unaudited figures above are extracts from the interim report, a copy of which may be obtained by telephoning 

LinkLine 0345 010707 (local call charge only within UK) or London 01-356 6863, or writing to Hugh Merrill, 

investor Relations Manager, Investor Relations Office, British Telecom Centre, 81 Newgate Street, London EC1A 7AJ. 

For daily information on the British Telecom share price, dial Shareline on one of the numbers given below 

Belfast (0232) 8030 Birmingham 021-246 8056 Bristol (0272) 215444 Cardiff (0222) 8037 Edinburgh 031-447 0333 
Glasgow 041-248 4400 Leeds (0532) 8038 Liverpool 051-488 0797 London 01-246 8022 Manchester 061-246 8050 











INTERIM REPORT 1986 


Group Results 


Turnover 

Trading profit 

General trading 

Net rental income 

Property 

Profit before interest 

Interest payable — 

Profit on ordinary activities before taxation 


Taxation at estimated 27% (1985 — 27%, year 24%) 


Profit on ordinary activities after taxation 
Minority. interests 

Profit before extraordinary items 
Extraordinary items 

Profit attributable to Costain Group PLC 
Interim dividend of 7.0p per share (1985 ~6.3p) 
Total dividends (1985 —16.5p per share) 


Amount retained 
Earnings per share 


Six months to 

Sixmonthsto 30 June 1985 
30 June 1986 ~restated* 
£m £m 

375.0 449.0 


23.0 
2.9 
2.2 

28.1 
6.9 


21.2 
5.7 


15.5 
1.7 


13.8 
0.7 


14.5 
5.8 


8.7 6.2 


19.2p 21.9p 53.6p 


Overseas currencies have been expressed in sterling at average rates of exchange. 
*The 1985 figures have been restated at average rates of exchange and to include the proceeds of investment property 


sales in turnover. 
T Originally published as £24.8m. 


Earnings per share and dividends have been adjusted for the recent rights issue. 


The figures for the year 1985 have been abridged from the full Group accounts for that year on which an unqualified 
report was made by the Group's joint auditors and which have been delivered to the Registrar of Companies. 


Mr Terrel Wyatt, Chairman, reports: 


General Trading Profit up by 10%. Profit 
before tax lower due to uneven timing of pro- 
perty disposals. Property sales should increase 
in second half. Currency changes reduced 
profit by £2m. ey 

First contribution from Dolet Hills Mining 
Venture in the USA exceeded expectation. 


Housing sales in UK to end August up 
by 25%. 

Property development buoyant with par- 
ticipation in proposed Spitalfields Development 


_and in Riverside Quay project in Australia. 


_ Interim dividend increased to 7p on capital 
increased by 1 for 5 rights issue. 
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Green-gumbooted Uganda on 
the banana standard 


FROM OUR SPECIAL CORRESPONDENT IN KAMPALA 


There is fighting in the northern prov- 
inces. No shops are open, for there is 
nothing to sell. The tarred main highways 
are reduced to single tracks with perilous 
edges. Even in the once-elegant capital, 
Kampala, cars sink to their hubcaps in the 
rain-filled potholes, and most nights the 

‘my patrols fire shots that remain unex- 

ained next morning. Things are terrible 
in Uganda. 

But they are a lot less terrible than they 
were before January 29th, when the guer- 
rilla fighters of the National Resis- 
tance Army, under General 
Yoweri Museveni, installed the Na- 
tional Resistance Council (NRC) in 
government. Resisting the coun- 
try’s economic degeneration is 
proving harder than winning the 
four-year bush war, which killed at 
least 300,000 of Uganda’s 16m-odd__ 
people (almost all through govern- 
ment brutality), and left communi- 
cations, industry and commerce, as 
well as government, in tatters. 

President Museveni’s ambition 
now is to provide Ugandans with 
salt, soap and sugar, the vital im- 
ports for a country that grows, 


ple. The even more important 
fourth S, security, is already more 
or less established. The ragged sol- 
diers of the NRA are being trained 
(with British help) into a disci- 
plined force. The equally ragged 
soldiers of the former regime are 
being included in the new army, as 
far as they are willing to be brought in. 
Most soldiers have newish, if makeshift, 
uniforms; elite troops even have cheap 
green gumboots from Taiwan. But wellies 
are not enough. Uganda’s economy is 
prostrate, and its leaders are trying to 
revive it in the wrong way. 

The dictators and warlords of the past 
two decades destroyed the modest and 
evenly-distributed prosperity that the 
British left behind in their favourite Afri- 
can colony when they left in 1962. In 
particular they destroyed the currency. 
The final blow was delivered by the 


fe. Cp 
Museveni has done the smugg 


ineffectual General Basilio Okello, in 
1985, as the NRA advanced upon the 
capital. That year the government dou- 
bled the number of Ugandan shillings in 
circulation, while GDP (as best it can be 
reckoned) was declining by 5%. 

Today the largest notes have a face 
value of 5,000 shillings. Two of them are 
needed to buy a stalk of green bananas, 
the staple of the Ugandan diet. Fifteen of 
the commonest notes, the red 1,000 shil- 
lings, buy a scrawny chicken, if you can 
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find one. The shilling of neighbouring 
Kenya started life at parity with Ugan- 
da’s; it is now worth 500 times as much on 
the black market 

The ex-guerrillas who control Uganda's 
ruling council lived for several years in 
the bush, tough and happy, sharing their 
food and blankets with the poorest coun- 
try people. Some call themSelves Marx- 
ists; their beliefs are those of the old-style 
“African socialism” that was still fashion- 
able when they went underground. They 
now exist on ministerial salaries of 90,000 
shillings a month (or nine stalks of ba- 












nanas), sustained by puritanical self-sacri- — 


fice and contempt for the money that 
their forerunners embezzled. 


The government is, however, a coali- — 


tion. Several of its members understand 


very well that impoverished countries do 


not enrich themselves with overvalued 
exchange rates and low prices for farm- 
ers. These pragmatists are, however, in a 
minority. They are, in private, deeply 
unhappy about the economic policies that 
they defend in public: in particular about 


the budget announced on August 23rd by 


the finance minister, Mr Ponsiano Mu- 
lema, a clever, American-trained profes- 
sor of economics. It aims to control trade, 


c 


not to liberalise it. While most African — 


nations are devaluing their inflated cur- 


rencies, the centrepiece of this budget isa 


huge revaluation of the Ugandan shilling. 

Until the budget there were two 
exchange rates, Official transac- 
tions, and the repayment of old 
debts, were carried out at a rate of 
1,400 shillings to the dollar. All 
other transactions were at the mar- 
ket rate, lately around 5,000 shil- 


abolished the market price, so all 
lawful transactions are now at the 
1,400-shilling rate. Every exporter 
has since resolved to keep his mon- 


at the new, artificially favourable 
rate. The black market rate rose to 
about 8,000 shillings to the dollar. 

The well-intentioned but igno- 
tant soldiers of the ruling council 
insisted on imposing this calamity 
upon their people. In a previous, 
slightly different version (recom- 
mended, unfortunately, to the 
Obote dictatorship by the Interna- 
tional Monetary Fund in 1982) min- 
isters and civil servants ingeniously 
used the dual rate to convert government 
revenue into whisky, smart cars and Lon- 
don flats. Mr Museveni and his more 
radical colleagues despise both dual ex- 
change rates and the IMF. They also 
despise smugglers, but have now done 
them a big favour. 

Lawful traders have been persecuted 
for decades. Uganda has therefore 
trained up some of the world’s most 
expert smugglers and currency-control 
evaders. The country has borders with 
five other countries, and a customs ser- 
vice only 360 strong. Uganda used to 
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lings to the dollar. Mr Mulema — 


ey abroad; every would-be import- _ 
er rushed to get licences to import 
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export cotton, tea, grain, copper and 
even a few manufactures to its neigh- 
bours. It now exports only coffee, which 
provides 90% of foreign exchange; levies 
on coffee provide well over half of the 
government's revenue. Coffee’s price has 
held up, sustained by frost in far-off 
Brazil. In steamy Uganda the bushes 
flourish even when neglected. 

But farmers pick coffee only if they are 
paid to. Mr Mulema has ordered the 
Uganda Coffee Marketing Board to pay 
850 shillings a pound for ordinary robusta 
coffee, 1,500 shillings for superior ara- 
bica. So the farmers are offered a choice. 
They can smuggle their coffee into Kenya 
or Rwanda, for sale at the average world 
price of $1.80 a pound (at the black- 
market exchange rate, at least ten times 
the price they get in Uganda). Or they 
can pick bananas, a stalk of which 
fetches, in Ugandan shillings, at least 


Travels with the Leader 


FROM OUR SPECIAL CORRESPONDENT ACCIDENTALLY WITH COLONEL QADDAFI'S PARTY 


Entebbe airport still bears the bullet- 
scars of the raid in 1976 when the Israelis 
spectacularly rescued most of the passen- 
gers of a hijacked airliner. This souvenir 
was not shown to the visitor who landed 
there on September 13th. Not that Colo- 
nel Muamar Qaddafi would have been 
upstaged: despite Libya’s economic 
troubles, he travels in style. His advance 
party, in two Ilyushin transport aircraft, 
brought his helicopter and his splendifer- 
ous lime-green bullet-proof BMW. Two 
Boeing 707s, and a 747 borrowed from 
Syrian Airlines, brought 600-odd securi- 
ty guards plus diplomats, secretaries, 
photographers and hangers-on. 

At last a snow-white 707 taxied twice 
round the tarmac to locate the red car- 
pet, and a diminutive figure dressed for 
one of Offenbach’s lighter operas (white 
uniform, scarlet epaulettes, lashings of 
gold braid, countless medals, mirror sun- 
glasses) emerged to a welcoming hug 
from President Yoweri Museveni (plain 
khaki drill, no badges of rank). He then 
inspected the guard of honour in their 
green gumboots, 

Colonel Qaddafi looks bright, fit and 
not in the least crazy; merely eccentric 
and hyper-theatrical. His gun-toting es- 
cort frowns on imperialist reporters, and 
he answers their questions with impa- 
tience. But his polyglot political entou- 
rage is happy to talk. They are proud of 
him: he has put their country on the 
map. Like the overprotective mother of 
a horrid little boy, they wait for and 
relish his next outburst. 

The Leader, they intimated, was tak- 
ing the long way home from the non- 
aligned conference in Zimbabwe. Glossy 
prints of the aftermath of the American 
raid on Tripoli were freely offered. The 
offerers were amazed to hear that the 
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same pictures had been repeatedly 
shown by British, and even American, 
television and newspapers. 

Libya, they said, had never promoted 
international terrorism. The murder in 
London of a policewoman was a provo- 
cation by the British secret service, The 
Karachi hijacking, in progress as the 
colonel arrived in Uganda, was probably 
the work of Israel's Mossad or of the CIA. 

The baffled Ugandan pressmen treat- 
ed this with care. They had an easier job 
when the colonel visited a mosque and 
warned their country’s Muslims (maybe 
15% of its population) to beware of its 
Christians (half or more of its people, 
including most of the cabinet). The colo- 
nel’s popularity then began to wane. But 
his followers were well liked by hote- 
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Any questions for the Leader? 








seven times as much as a pound of coffee. 
So a little coffee is smuggled out, but 
most rots unpicked. Reconstruction is 
delayed, and Ugandans turn again to the 
tribal politics that divide their nation. 

The old tribal rivalries simmer. The 
largest province, Buganda, contains 
about a third of the country’s people, 
and—although Mr Museveni himself is 
from elsewhere—provided the base for 
the victorious NRC. Many in Buganda 
long to restore their monarchy, whose 
heir, Prince Ronald Mutebi, awaits his 
call. Prince Ronnie—the son of the once- 
famous King Freddie, he is Cambridge- 
educated, and anxious about his half- 
completed English law degree—says that 
his ambitions are cultural, not political. 
But his restoration could split the NRC, 
and Uganda. 

The balm for this trouble would be the 
hope of prosperity. The budget missed 





liers. They consumed unexpected quan- 
tities of beer, which they acquired by 
bartering their neat little Beretta pistols. 
After three days in Uganda, the Libyans 
departed without signing a communiqué. 

In Khartoum, their and (purely by 
coincidence) your correspondent’s next 
stop, there was no beer, and fewer guns 
were in sight; but the colonel kept up his 


faux pas. Sudan's recently-elected coali- 


tion government is hostile to the Libyan- 
financed ultra-Islamic opposition and 
bluffly rejected the colonel’s invitation 
to the immediate unification of the two 
countries. Sudanese wariness turned to 
anger when Colonel Qaddafi praised 
Colonel John Garang, the Christian 
leader of the insurrection in southern 
Sudan, as “a genuine anti-imperialist 
fighter, not an imperialist stooge”, Mr 
Garang, who hopes to visit Washington 
next week, must have been bemused by 
praise from such a quarter. 
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Jhen: we launched our new Uni-U K Equity Trust on 
September 22nd 1984, we said at the time that the 
British economy was a particularly promising investment. 

It was. 

The offer price of our accumulation units rose to 
91,9p in the Trust's first twenty three months. An 
increase of 83.8%. Over the same period the Financial 
Times Ordinary Share Index increased by 61.3% 
| (adjusted for the reinvestment of net income). 
l But you're by no means too late to join our 
| new Trust. Because the British economy is 
still a sound prospect, with plenty of 
oom for growth. oo 


UK PROSPECTS: 
be _ POISED FOR GROWTH. 


l Gross Domestic Product i inthe UK A =f 
| is predicted to rise 21% over the next twelve S 
| months, A high level of consumer expenditure 













_ will provide the major stimulus to the economy. Corporate 
| profits are expected to increase by 10%. Interest rates should 
| continue to fall and inflation should remain at its current 
| low level at least until early 1987. 

Markets for British goods are expanding. New retail 
| ventures are succeeding. 


INVESTING INUK COMPANIES. nn 


~ OurU Int-UK Equity Trus ; 
companies, large and small, old and new, manufacturing and 
retail. 











It aims for long-term capital growth. 

Our investment advisers are Barclays de Zoete Wedd 
Investment Management Limited, an experienced 
tment hous currently handling some €6000m of 
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footie (THAT £3800) which 
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To: Barclays Unicorn International (Isle of Man) Limited, (The Managers) LThomas Street, Douglas, Isle of Man, Telex: 627153, Tel: (0624) 23252, 





fo The cottihcate should be forwarded to myour address below 





investors funds. 
The Trust is based in the politically stable Isle of Man, 

where there are no. domestic taxes on the Trust, or on the 
income paid to unit trust holders resident outside the Island, 
The fund will receive dividends from United Kingdom 
equities net of UK income tax. 

For anyone resident abroad, the Trust provides = 
a canal advantageous way to invest in the UK | 
Equity market, 


a HOW TO INVEST. 


We ask a minimum of £500 to j 
t Barclays Uni-UK Equity Trust. 
S And we give you a choice of ways to 
j invest. 
= Choose accumulation units, and we will 
automatically reinvest the income in order to 
N enhance the value of your investment. 

EM Or choose income units, and we will pay you the 
income generated by your investment annually on 
30th September, 

However, the emphasis of this trust is on capital growth, 
and any income distributed will be small. 

Please use the subscription form below, specifying 
accumulation or income units, 
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The offer prices of the income and accumulation units 
were 89.7p (xd) and 91.9p respectively on 2nd Sept. 1986, 
when the quoted gross yield was 0.3%. Prices are calculated | 
each Tuesday and units can be bought and sold on that day. | 
Remember that the price of units, and income 
from them, can | BO down as well as up. Past performance is 
sari guide t to th future. 
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You can sell back units on any of the dealing days at a prec not less 
than the realisation price calculated ia terms of the Trust Deed under which 
Barclayerust Iskeat Man Limited i Traste: 
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When you're trading round the world 
for 24 hours a day, it’s not enough to stay 
wide awake. Though we do. 

Nor is it enough to invest in up-to-the- 
minute technology. Though we have. 

It’s not even enough to pick bright 
people. Though we've spent years gathering 
the brightest bunch in the business. 

You have to be at home in all the major 
markets. 

Not just knowledgeable about them, 
but familiar with them. 

As members of the London and the 
New York Stock Exchanges, and proud 
owners.of a licence to trade securities in 
Tokyo, the Kleinwort Benson Group isa 
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in use were invented by our people in 
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permanent resident of the Big Three. 

We have offices and subsidiaries through- 
out America, the Pacific Basin and Europe. 
By almost any yardstick, we're the 
biggest of Britain's merchant banks, so 

we've plenty of financial muscle. 

We underwrote over a third of the equity 
capital raised in the UK last year, more than 
any other firm. In the first half of this year 
we advised on over 30 UK takeover and 
merger transactions worth £8 billion. 

But we'd rather you loved us for our 
brains than our brawn. 

Did you know, for example, that 
many of the most sophisticated ‘swaps’ now 








Los Angeles? 

Or that Kleinwort Benson Government 
Securities in Chicago is a well-established 
primary dealer in the US Treasury market? 

We believe that, by merging with leading 
brokers Grieveson Grant, we've established 
a major world financial group. 

Banking, corporate finance, investment 
management, stockbroking, security 
dealing: we'll be happy to talk to you about 
any of them, 

And wherever we meet, we'll be on our 
home ground. 


Kleinwort Benson - 
The bright people in the right places. 
ECONOMIST SEPTEMBER 20 19 





the chance of restoring it. The next 
chance will come when the currency is 
reformed—but the new banknotes, al- 
though ordered, cannot be delivered be- 
fore April 1987. So British printers and 
Brazilian coffee-growers are the masters 
of poor Uganda’s fate. The government 
can hope only for short-term handouts of 
foreign aid to rescue it from the poverty 
that its own policies are now deepening. 


Zimbabwe 
Homesick 


FROM OUR SPECIAL CORRESPONDENT IN HARARE 





The whites are returning to Zimbabwe. 
Not many of them, it is true; and this 
unexpected vote of confidence in the 
government of Mr Robert Mugabe owes 
as much to the growing unattractiveness 

South Africa, whence most of them 

d, as to the appeal of Zimbabwe. But it 
is still a remarkable reversal. 

There were 270,000 whites in Zimba- 
bwe in 1980 when independence came. 
Because it came after a bitter ten-year 
war in which 30,000 people were killed— 
28,000 blacks and 2,000 whites—the 
whites assumed that the new state would 
be hostile to them. Between April 1980 
and the end of last year around 170,000 of 
them departed. Most of those who left 
were relative newcomers: Britons who 
came to Rhodesia, as it then was, looking 
for a fast buck and an easy life. Not many 
of the 5,000 or so farmers left the country, 
and they are scornful of those who quit. A 
few of the quitters are now having second 
thoughts. Reliable figures are hard to 
come by, but it seems that about 100 
people a month are now coming back. 

It is not just that Zimbabwe for now 

ems quiet compared with South Africa. 

p: in small flats in South African cities 
as turned out to be very different from 
the comfortable style the exiles were used 
to in Zimbabwe: it has been said that the 
core of the Rhodesian racial problem was 
that white shop-girls lived in three-bed- 
room bungalows with a swimming pool, 

The government is allowing back all the 
whites who were born in the country, 
even though “white Rhodies” were fer- 
vent supporters of the pre-independence 
regime of Mr Ian Smith. Few of them can 
offer essential skills: Zimbabwe's admin- 
istration and economy have been manag- 
ing with the help of the 100,000 whites 
who stayed. 

All of this might suggest that the “‘rec- 
onciliation” between blacks and whites 
which Mr Mugabe called for in his first 
speech after independence has taken 
hold. It is not that simple. Many whites 
are still in positions of trust: the present 
head of internal security held the same 
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job under the Smith regime. But there 
has been no real reconciliation between 
the communities. 

Tensions could well increase in the next 
few years. Zimbabwe's economy recov- 
ered last year thanks to good harvests 
(see chart), but growth this year is expect- 
ed to fall below 3%— in a country where 
the population is increasing by 3.4% a 
year. Zimbabwe depends heavily on 
South Africa: 90% of its trade goes 
through its white-ruled neighbour, and 
South Africans own large shares of Zim- 
babwe’s mining and manufacturing indus- 
tries. Confrontation with South Africa 
would impose a further strain on black- 
white relations. 

The whites are wary of Mr Mugabe’s 
intentions in any event. Does he really 
want a mixed-raced society or is he biding 
his time and keeping the whites on only 
for as long as they are useful? The whites, 
and many blacks too, point to the gap 
between Mr Mugabe’s words and his 
deeds. He breathes fire about socialism, 
but he has not nationalised any enterprise 
of importance. 

On the other hand, many people of 
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both communities are disturbed by the 
ruthless treatment sometimes meted out 
to political opponents, particularly if they 
belong to the minority Ndebele tribe. Mr 
Mugabe and his main critic, the Ndebele 
Mr Joshua Nkomo, have been talking, 
and many political detainees have been 
released. But there is a long way to go in 
the reconciliation of black with black, 
which is an important test for true harmo- 
ny between black and white. 


Israel and Egypt 
At a loss for words 


FROM OUR CAIRO CORRESPONDENT 


The first Egyptian-Israeli summit in five 
years may have ended the argument over 
who owns the Taba beach and may have 
improved the grudging peace between the 
two countries. But the communiqué was 
optimistic in dubbing 1987 as a year of 
negotiation for Middle East peace. The 
summit failed to extract commitments 
that would bind Israel’s next prime minis- 
ter, Mr Yitzhak Shamir, in a new effort to 
settle the West Bank’s future. He will 
take over in October from the present 
prime minister, Mr Shimon Peres, with 
his hands untied. 

Trying to put some beef into the com- 
muniqué, President Mubarak and Mr 
Peres said they found more in common 
during their brief téte-a-téte than they 
could put in writing. They said they had 
agreed on the need for an international 
peace conference and had agreed in prin- 
ciple to form a committee to prepare for 
such a conference. 

But Mr Peres quickly qualified this 
when Mr Shamir, and officials of the 
Reagan administration, voiced their dis- 
like of any talks that would give a seat to 
the Soviet Union. Jordan, which the 
United States has been trying to entice 
into direct talks with Israel, restated its 
long-held position that it will sit down 
with Israel only at a conference—prelimi- 
nary or otherwise—attended by the Sovi- 
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The Danes of Central America 


Next door to war-torn Nicaragua is social-democratic Costa Rica. It holds 
regular, hard-fought elections. Its standard of living is raaua high. Our 


special correspondent reports from San Jose on a Centra 


phenomenon 


Costa Ricans hate what is going on 
across the border in Nicaragua. They 
think that its neighbour's troubles are 
discouraging foreign investors from com- 
ing to Costa Rica. They cannot abide the 
communist strain in Sandinism. On a 
practical level, they fear that refugees 
from Sandinism may carry diseases 
which Costa Rica eliminated years ago. 

According to a recent opinion poll, 
about 80% of Costa Rica’s 2.4m people 
thought the Sandinists were a threat to 
Costa Rica, yet 80% supported Costa 
Rica’s policy of neutrality in Central 
America’s conflicts. Only 47% favoured 
American help for Nicaragua’s anti-gov- 
ernment contra rebels; 28% were 
opposed. 

The government respects these feel- 
ings, more or less. President Oscar Arias 
speaks out often about the Sandinist 
threat while insisting on Costa Rica’s 
neutrality. The country has no armed 
forces, and does not want any. Neither 
will it allow the United States to build 
military installations near the Nicara- 
guan border or provide the contras with 
bases like those they have in Honduras. 

President Arias told The Economist 
that he believes the contras cannot win, 
but fears that whatever happens to the 
rebellion Costa Rica will suffer. If the 
Nicaraguan guerrilla war drags on incon- 
clusively, as he expects, it will continue 
to discourage foreign investment in Cos- 
ta Rica. If the Sandinists beat the con- 
tras, he says, they will then try to under- 
mine Costa Rica, because its social and 
economic progress contrasts with Nica- 
ragua’s failure. 

Mr Arias, who is 45, became president 
for a four-year term in May this year. He 
holds a degree from an English universi- 
ty and admires the European way of 
government. He sees Costa Rica as the 
Denmark of Central America. Its demo- 
cratic traditions may be so strong be- 
cause it was populated in colonial times 
by independent-minded Spanish yeoman 
farmers rather than absentee landlords. 
Its welfare state can be dated back to the 
1940s, when President Calderon got the 
Roman Catholic archbishop of San Jose 
and a prominent communist leader to 
agree to support a minimum-wage law 
and a health service. There are now 
7,000 hospital beds, one for every 350 


et Union, the other four permanent mem- 
bers of the UN Security Council and the 
other parties to the Middle East conflict: 
Egypt, Syria and the PLO. 

After a talk with President Reagan in 
Washington on September 16th, Mr 
Peres backed away from the idea of a 
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American 


people. Life expectancy is an impressive 
73.7 years. Medicine and education are 
free, and there are modest state pensions 
for old age, injury and death. 

Elections are fought by the National 
Liberation party, which is associated 
with the welfare state, and a right-of- 
centre grouping which worries about the 
size of the bureaucracy and state control 
of the economy and likes the idea of 
selling off four inefficient state-owned 
banks. Mr Arias won the last election 
easily. Two small far-left parties won a 
seat each in the national assembly. There 
is a free press. The biggest newspaper, 
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Arias worries about the neighbours 


La Nacion, is conservative. Sandinist 
newspapers are on some news-stands. 

Most Costa Ricans don’t earn much. 
Peasants get the equivalent of no more 
than $30 a week and office clerks a bit 
more. Living standards have dropped by 
12% in the past seven years as a result of 
austerity measures introduced to reduce 
the foreign debt. About 13,000 families 
live in slums on the outskirts of the 
capital. But at least they have peace. It is 
a warm country, so fuel bills are low. 
Staple foods are fairly cheap. Cynics say 
the establishment, which lives well, 
made concessions to the poor with the 
idea of keeping them quiet. If that is so, 
the establishment has succeeded. 

The big questions for Costa Ricans 
now are whether their country can at- 


conference and talked again of the need 
for bilateral negotiations. His shift under- 
lined how much the Israeli idea of such a 
conference differs from the Arab one. 
The Israelis see a conference as a forum 
for bilateral talks; the Arabs see it as a 
quorum that would put pressure on Isra- 


tract more foreign investment even 
though Nicaragua is next door, and 
whether it can increase exports enough 
to allow the country to pay its way. The 
Central Bank president says Costa Rica 
is in arrears on most of its foreign debt, 
which amounts to about $3.6 billion. The 
United States, putting aside its grumbles 
about Costa Rica’s neutrality over Nica- 
ragua, granted a loan of $100m two 
weeks ago. 

Servicing the foreign debt takes 30% 
of export earnings. The economy has 
had a little help this year from dearer 
coffee, cheaper oil and lower interest 
rates. Non-traditional exports such as 
flowers, strawberries and textiles are 
doing well. The economy in any event is 
not in terrible shape. Inflation is running 
at an annual rate of about 12-13%, and 
the trade deficit is expected to be a 
modest $40m-50m this year. 

Costa Rica offers foreign investors a 
tax holiday of 10-12 years and export 
incentives. A free-trade zone outside 
San Jose has attracted 27 companies 
from 11 countries in the past two years. 
Zeta Investments, which runs the zone, 
expects to have 45 companies from 15 
countries next year. But the bureaucracy 
will be swollen by Mr Arias’s decision to 
set up three new ministries—for foreign 
trade (probably not necessary, even 
though the country needs more exports), 
science and housing (both unnecessary), 
Costa Rica is owed $350m by Central 
American governments, including 
$250m by Nicaragua which, a senior 
official says, will never be repaid. 

Mr Arias’s ideas about foreign debt 
are, he says, novel. He wants his com- 
mercial-bank creditors to convert dollar 
debts into bonds in the local currency. 
These would be sold by the banks for 
dollars from businessmen who want to 
invest in Costa Rica. Another idea is for 
foreign banks to re-invest part of their 
interest in Costa Rican export industries. 
The banks are now mulling these ideas 
over. 

Costa Rica is relaxed enough not to 
worry about bread alone. Your corre- 
spondent saw “Sarah Bernhardt” by 
John Murrell, with a splendid perfor- 
mance by Sara Astica, at one of San 
Jose’s five theatres and heard a good 
performance of Bruckner’s seventh sym- 
phony by the National Symphony Or- 
chestra under a local conductor, Mr 
Elbert Lechtman, in the ornate, turn-of- 
the-century National Theatre. The subsi- 
dised tickets cost only $1.30. But such 
state benevolence can survive only if 
Costa Rica puts its external accounts in 
order. 


el. Indeed, Mr Peres called it different 
things in different places: “international 
conference” (in Alexandria after the 
summit); “international forum” (back in 
Israel); “umbrella and platform” (in 
America). 

Conference or pre-conference confer- 
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Peres’s house of cards 


ence; neither brings any closer the answer 
to the central questions. Who will repre- 
sent the Palestinians? Will they concede 
Israel’s right to exist? Will they be able to 
negotiate a future that they want for the 
West Bank and Gaza? The summit did 
little to narrow differences on these 
points. Mr Peres was bound by the terms 
of the Labour party’s agreement with Mr 
Shamir’s Likud party: Mr Peres was pow- 
érless, even had he wanted, to concede a 
Palestinian right to self-determination or 
to independence for the occupied territo- 
ries, or to negotiate with the PLO. 

Getting the Palestinians to negotiate is 

s difficult as ever. Since Mr Yasser 
Arafat's break with Jordan, the PLO lead- 
er has been coming under pressure from 
Syrian-supported Palestinian factions to 
renounce the concessions he had made, in 
his talks last year with Jordan’s King 
Hussein, towards a negotiated settlement 
with Israel. He is trying to re-assert his 
authority by moving closer to Syria’s hard 
line. King Hussein has failed to find any 
plausible Palestinian substitutes for.Mr 
Arafat on the West Bank. 

The Egyptian-Israeli summit came too 
late in Mr Peres’s term, and was too 
bruised by the Taba dispute, to overcome 
these familiar obstacles. Egyptian offi- 
cials maintain with great-optimism that 
the Taba accord shows how. negotiation 
could eventually push the. Israelis back to 
their pre-1967 borders. They believe they 
have an iron-clad claim to Taba and do 
not entertain the idea that the: binding 
decision.of the international arbitrators 


might award the Red Sea beach to Israel. 

The Taba arbitration will take at least 
18 months. In the meantime the chief 
benefit of the summit to Egypt is that it 
has held secure its relationship with 
America. Egypt has no alternative to 
American aid if it is to continue to feed its 
50m people and meet the payments on its 
$33 billion foreign debt. 

Besides money, Egypt wants continued 
American commitment to the “peace 
process”. Even if the process remains 
dormant, the ideal is central to Egypt’s 
attempts to justify its seven-year-old sep- 
arate peace with Israel. 













The Koreas 


Reconciliation 
goes bang 


FROM OUR FAR EAST CORRESPONDENT 


Whoever planted the bomb that killed 
five people and injured 30 others at Seoul 
airport on September 14th intended to 
blow up South Korea’s great coup of 
sporting diplomacy. On September 20th 
the Asian Games are opening there, and 
the Olympics will follow in 1988. By 
accepting invitations to these events the 
rest of Asia is acknowledging that the 
Korean peninsula contains two nations. 
The North Koreans had wanted to be co- 
hosts both times, signifying that Korea is 
one nation. 

The first reaction of the South Koreans 
to the bomb was to blame the north, 
which immediately denied responsibility. 
But it did so for the bombing in Rangoon 
in 1983, which killed four South Korean 
cabinet ministers; a Burmese court later 
convicted two North Korean soldiers of 
those murders. The South Koreans later 
suggested that Japanese  left-wingers 
might have planted the bomb, but most 
people in Seoul believe the north did it. 

North Korea has several times threat- 
ened to disrupt the Asian Games. It 
maintains that South Korea has been 
occupied territory since the shooting war 
ended in 1953 and that its people long to 
be reunited with the north under the 
fearless leadership of President Kim N 
Sung. That is why it wants to share the 
games. In support, Vietnam is staying 
away. But that is about all the boycott 
amounts to. China and South Korea have 
no diplomatic relations, but a Chinese 
contingent of 520 is expected. 

Mr Chun Doo Hwan, the president of 
South Korea, had feared that the Chinese 
might boycott the Asian Games.and that 
China and Russia (Vietnam's paymaster) 
might boycott the Olympics. But the 1990 
Asian Games are due to be heldin Peking, 
and the Chinese want to stage the Olympics 













in the year 2000. They want no disruption. 
The Russians know all about Olympic 
boycotts, but seem unlikely to stay away in ` 
1988 on North Korea’s behalf. They would 
have trouble persuading their European 
satellites to do so either. 

North Korea’s stand against the games 
seems to leave it isolated even within the 
communist block; all the more reason to 
disrupt them. By contrast, Mr Chun, 
prompted by the Americans, has tried to. 
get reconciliation going. He has floated 
the idea of a meeting with Mr Kim I] Sung 
later this year. The airport bombing may 
put paid to that. It may also bring about a ` 
temporary truce between Mr Chun and 
his political opponents in South Korea. 
Mr Chun and his military backers want to 
revise the constitution in advance of the. 
election due in 1988. They want an indi- 
rect election. The opposition says this 
would clear the way for a Chun-picked 
successor and wants direct elections, 
which it reckons it could win. 

The issue has in recent months led to: 
bloody clashes between students and po- 
lice, and demonstrations were expected 
at the Asian Games. After the bomb the 
authorities can tighten security even fur 
ther. Full democracy has more supporters 
in the country than Mr Chun would lik 
the outside world to know. But he has. 
used the games to whip up national pride 
and, for a couple of weeks at least, the 
South Koreans will not easily let it be 
blown away by violence. 












































































India 
Kashmir could run 
away 


FROM OUR INDIA CORRESPONDENT 





When the Australians played India in a 
one-day cricket match in Kashmir on... 
September 9th, nobody wearing green. 
was allowed into the ground. Green is the 
colour of Islam, and the government 
feared that pro-Pakistan groups would 
use the occasion to make a colourful 
demo on television. Two days before, the 
Indian prime minister, Mr Rajiv Gandhi 
had strengthened. the pro-Pakistanis 
hand by deciding that Kashmir, India’s 
only Muslim-majority state, would be 
subject to “president's rule”, ie rule from 
Delhi. Since then, there have been strikes 
and other protests in Kashmir’s capital, 
Srinagar. oh 
Jammu and Kashmir, to give the state 
its formal name, went to India rather than 
Pakistan when the subcontinent was par- 
titioned after independence in 1947. The 
Kashmiris’ leader, Sheikh Abdullah, 
wanted it to be part of a secular, not a 
Muslim, country. But Islam could not be 
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Shall we sail away to Pakistan? 


set aside so easily. Kashmiris talk of India 
as a foreign country. 

The Nehru family was originally Kash- 
miri, but the prime ministers the family 
has produced—Jawaharlal Nehru, Indira 
Gandhi and her son Rajiv—have seemed 
convinced that, unless they kept a tight 
hold on Kashmir, it would slip its leash 





and join Pakistan. Sheikh Abdullah was 
imprisoned by Jawaharlal Nehru. His 
son, Dr Farooq Abdullah, who was elect- 
ed chief minister after his father’s death in 
1982, was ousted in a plot laid by Indira 
Gandhi. She persuaded 13 members of 
Dr Abdullah’s National Conference party 
to defect to Congress, among them Mr G. 


Harmless missiles from Moscow 


Mr Mikhail Gorbachev's peace offensive 
towards China might have gone up in a 
puff of smoke last week, A Soviet sub- 
marine-launched missile, fired from the 
Barents Sea towards a testing range on 
the Kamchatka Peninsula, is believed to 
have veered 1,500 miles off its course 
and landed in Chinese territory (see 
map). The missile had a dummy war- 
head, so it did not endanger the creeping 
normalisation of Chinese-Soviet rela- 
tions that started with a speech by Mr 
Gorbachev in Vladivostok in July. 

Nor did the incident mar the recent 
visit to China of Mr Nikolai Talyzin, a 
deputy prime minister and head of Gos- 
plan, the Soviet state planning agency. A 
planning agreement and a consular 
agreement were signed during his visit. 
As he left Peking on September 15th Mr 
Talyzin was honoured with a handshake 
from the Chinese prime minister, Mr 
Zhao Ziyang. 

But what Mr Talyzin did in China is 
less important in the Soviet-Chinese dip- 
lomatic dance than who he is. Although 
the Chinese chose to play down his party 
connections, Mr Talyzin is a candidate 
(non-voting) member of the Soviet Polit- 
buro and the first such high-ranking 
comrade to pay an official visit to China 
since 1969. The two Communist parties 
broke off formal party-to-party ties 20 
years ago. 

Yet, despite this upgrading of the 
Soviet-Chinese dialogue, the Chinese 
have been playing down the significance 
of the concessions Mr Gorbachev made 


at Vladivostok. Besides conceding to 
China some islands in the rivers that 
form the eastern part of their common 
border, the Russian leader had offered 
to begin shifting two of the three obsta- 
cles that China says impede the restora- 
tion of “normal” relations. He an- 
nounced that he would begin talks with 
Mongolia about the withdrawal of some 
Soviet troops from the Mongolian-Chi- 
nese border and offered “mutual” troop 


reductions along the rest of the Soviet 
border with China. He also promised 
that several thousand Soviet troops 
would be withdrawn from Afghanistan. 
However, in an interview on Septem- 
ber 2nd with an American television 
station, China’s leader, Mr Deng Xiao- 
ping, insisted that for a Chinese-Soviet 
summit meeting to take place, as the 
Russians would like, Mr Gorbachev 
must first do something about the third 
obstacle: Soviet support for Vietnam’s 
continuing occupation of Kampuchea. 
This will be the hardest obstacle for Mr 


M. Shah, Dr Abdullah’s brother-in-law. 
The defections gave Congress a majority 
in the state assembly. Mr Shah became 
chief minister, and the other defectors got 
cabinet posts. 

Mr Shah’s government was dismissed 
six months ago: it was unpopular, corrupt 
and unable to keep order. After a period 
in which the governor ran the state, Mr 
Gandhi imposed “president’s rule” on 
September 7th. Many Kashmiris now feel 
they might be better off with their fellow 
Muslims in Pakistan. 

Mr Gandhi has, elsewhere in India, 
been a less assiduous power-grabber than 
his mother was. But he does not want the 
motley crew of the previous Kashmir 
government to form another. He and Dr 
Abdullah are now talking of a deal be- 
tween Congress and the National Confer- 
ence. If Mr Gandhi allowed an election to 
be held without such a deal, Dr Abdullah 
would win, and there would be no role fc 
Congress. Mr Gandhi's critics withi 
Congress, who already blame him for 
having lost Punjab, Assam and Bombay 
to opposition parties, will become more 
numerous if Kashmir goes too. 


Gorbachev to shift. 

Although Vietnam depends on Soviet 
financial support, its Communist party is 
fiercely independent. And the Russians 
would like to hang on to facilities for the 
Soviet navy at Danang and Cam Ranh 
Bay. If Mr Deng will not yield, the only 
hope for dramatic progress in Chinese- 
Soviet relations would seem to depend 
on the emergence of a new leadership in 
Vietnam that would be more preoccu- 
pied with the country’s economic trou- 
bles at home, instead of trampling about 
South-East Asia. 

Mr Deng is known to be wary of the 
Russians until China is stronger, both 
economically and militarily. The Chi- 
nese have also been showing some irrita- 
tion at Soviet attempts to exaggerate the 
friendship achieved so far, in order to 
worry the United States in the run-up to 
the possible Soviet-American summit 
this year. Last month, the Chinese 
leaked details of a border clash between 
Soviet and Chinese troops on the border 
north of Kashgar in China’s Zinjiang 
province. Such incidents have previously 
been hushed up. 

The persistent Mr Gorbachev has 
since made another concession to China 
that he may hope to turn to advantage. 
He has given permission to the East 
German leader, Mr Erich Honecker, to 
visit China this autumn. By lifting the 
ban on party-to-party contacts between 
China and the East European countries 
Mr Gorbachev not only earns himself 
good marks in Eastern Europe, he also 
sa the Chinese on the spot. If you can 

so friendly with my friends, he will 
ask, then why not with me? 
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consuming search through product 
shows, trade publications and 
background information. Or, it can 
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WEWERE THE FIRST. 
AND WE ARE THE FUTURE. 


€ 1986 McDonnell Douglas Corporation 


Fifty years ago, McDonnell Douglas 
introduced the world to tomorrow. 

The DC-3 launched the age of practical com- 
mercial aviation. For the first time, routine air 
passenger service was not only possible but 
also profitable. The legacy of the DC-3: Afford- 
able technology that continues to make 
commercial aviation profitable. The MD-11 
introduces the next generation of fuel-efficient, 
large capacity, long-range tri-jets for interna- 
tional travel. Blending proven reliability with 
the best of advanced technology, the MD-11 
makes possible a future of lower operating 
costs and increased profitability. 


MCDONNECLL 
DOUGLAS 
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Congress and White House on 
an anti-drugs high 


Unless a handful of brave senators im- 
pedes it, the 99th Congress, in its closing 
days, may rush through a bill that many of 
its members, in more reflective times, 
could regret. In a politically charged, and 
largely artificially created, atmosphere of 
crisis, Congress and the administration 

ave been vaulting over one another to 
_ rove how thoroughly they disapprove of 
drugs. The result could be a hastily pack- 
aged law that stiffens the penalties for 
drug offenders, distributes money with- 
out much thought and erodes one or two 
cherished constitutional rights. 

America’s drug affliction is too acute to 
be dealt with by instant remedies; it calls for 
serious sustained attention, The number of 
people smoking, snorting, swallowing or 
injecting themselves with one drug or 
another has been more or less constant, and 
disturbingly high, for years. The number of 
heroin addicts, forinstance, stands at about 
500,000, just where it was 15 years ago. 
Rather more than 4m Americans are 
reckoned to use cocaine fairly regularly, 
about the same number as six years ago, 
though more people now die from takingit. 
An encouraging trend, according to the 
National Institute on Drug and Alcohol 


dually backing away from almost all 


Bees is that younger Americans are 


classes of drugs. 

But clearly a change is needed. Con- 
gressmen, returning home for summer 
holidays, listened to their constituents 
talking with concern of a drug scene that 
is no longer restricted to city ghettoes. 
Newspapers and television have contrib- 
uted to the sense of crisis with horror 
stories about new flavour-of-the-month 
drugs such as crack, particularly after the 
death of two young athletes. They in- 
flamed public concern, and then claimed 
to be reflecting it. If official America is on 
a drug-induced high, journalists . have 
been among the pushers. 

Politicians have reacted as politicians 


` can be expected to a couple of months 


before an election. Knowing that the 
administration was planning a late-sum- 
mer initiative against drugs, the Demo- 
crats in the House of Representatives 


WASHINGTON, DC 


decided to get theirs in first, and to go 
farther. An anti-drugs bill was rolled 
through the committees, gathering ex- 
pensive moss as it went, some of it, like 
the authorisation for new federal prisons, 
pretty tangential. 

When the bill reached the floor on 
September 11th, Republicans and Demo- 
crats tumbled over one another to make it 
fiercer and more expensive. Every 
amendment to that effect was approved. 
The final bill, which authorised $6 billion 
and was passed by 392 votes to 16, 
included three Republican amendments 
that are controversial, at least outside 
Congress. One of these would allow ille- 
gally obtained evidence to be used in 
court if “the search or seizure was under- 
taken in a reasonable, good-faith belief” 
that it conformed with the constitution’s 
prohibition on unreasonable search or 
seizure. The Justice Department, which 
has been campaigning to give the police 
this freedom from search warrants and 
other legal paraphernalia, not just in drug 
busts, was delighted. 

The second controversial amendment 
makes murder by drug traffickers, in 
certain circumstances, a federal crime 
punishable by death. This has aroused 
emotion, but—unless the Senate adds 
other crimes to the death-penalty list— 
more for the principle than for its likely 
practice. The kind of trafficker the mea- 
sure is aimed at is too rich and too 
cunning to find himself in the electric 
chair. The third amendment, which really 
has little chance of surviving into law, 
would allow the armed services to pursue 
and arrest suspected drug smugglers. “I 
fear this bill is the legislative equivalent of 
crack,” remarked Representative Barney 
Frank at the end of a hard day. “It yields 
a short-term high but does long-term 
damage to the system.” 

The administration did not care for all 
aspects of the bill. In particular, it dis- 
liked its cost, the use of soldiers to do the 
work of policemen and coastguards and 
the fact that the Democrats were trying to 
steal Republican thunder, On September 
14th, Mr and Mrs Reagan, sitting hand- 
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in-hand on a sofa, regained the initiative 
with a joint televised talk announcing a 
national crusade for a drug-free America. 
Mrs Reagan's presence was appropriate; 
she is one of the few to have taken up the 
cause before it became politically popular 
(New York’s Mayor Ed Koch is another; 
the passionate anti-drugs speech that he 
delivered at the Democratic national con- 
vention in 1984 would sound much less 
bizarre today than it did at the time). 

The details were revealed next day. Mr 
Reagan’s proposals are akin to the House 
provisions in their call for much stiffer, 
often mandatory, penalties for drug of- 
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fenders. The president is a bit less bounti- 
ful than the House in tossing money 
around, particularly for treatment and 
research. His suggestion is an extra 
$900m, which, the administration claims, 
would mean a total of nearly $3 billion in 
fiscal 1987. The larger share of the extra 
money would go on stopping the flow of 
drugs and enforcing the law. The presi- 
dent’s “Drug-Free America Act” is ex- 
pected to be incorporated in a Senate bill 
which Senator Mack Mattingly will be 
presenting. Since he is one of the senators 
in a hard campaign this autumn, the bill is 
plainly judged a political bonus. 

It is anybody’s guess where this money, 
in these supposedly skinflint times, will 
come from. The president says that most 
of it will have to be redirected from other 
programmes. Democrats have hinted at 
the defence budget or, possibly, the wind- 
fall that is expected in the first year of tax 
reform. Republicans have spoken of a 
voluntary tax. There is a general, rather 
airy, belief that if the money is wanted 
badly enough, it will be found. 

The centrepiece of the president’s ini- 
tiative is the executive order, backed up 
by some legislative proposals, that in- 
structs federal agencies to start testing 
their employees for drugs. Tests in the 
armed services have been going on for 
some time, and are said to have cut drug 
use by two-thirds; now it is the civil 
servants’ turn. Under the president's or- 
der, all employees in “sensitive” jobs 
could be tested. Nobody knows quite who 
these sensitive ones are but they might 
account for about 1m of the 2.8m civilian 
federal employees. In addition, and less 
controversially, any employee who 
arouses suspicion may be tested. 

The civil-service unions, backed by the 
American Civil Liberties Union, have 
sprung into action to challenge the execu- 
tive order in the courts: the urine tests, 
they contend, constitute unreasonable 
search and seizure. The ACLU is also 
trying to shore up the spirit of those 
senators who are preparing to whistle into 
the current headwinds by challenging any 
legislation that changes the rules govern- 
ing admissible evidence. 

Congress, says Dr Sidney Schnoll of 
Northwestern University, is repeating old 
mistakes. The answer to the problem, he 
argues, lies in curbing the appetite, not 
trying, yet again, to cut off the supply. 
Congressional time is too short—Con- 
gress packs up on October 3rd—to redi- 
rect the emphasis of the legislation. Yet 
the shortness of the time could also give 
bargaining power if an obstinate senator 
decided to stand out for specific changes. 
Senators, however, have to be careful: 
who, in these over-heated days, would 
want to be the man who caused a drug- 
fighting bill to run out of time altogether? 
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Massachusetts 


Liberals rebuffed 


BOSTON 


This week's Kennedy 
A Kennedy reclaimed the family launch- 
ing pad in Boston this week when Joseph 
Kennedy swept away 10 rivals to win a 
clear majority in the most publicised 
congressional primary this season. The 
oldest son of Bobby and Ethel (and 
brother of Kathleen, a candidate in Mary- 
land) will face a moderate Republican, 
Mr Clark Abt, in Massachusetts’s eighth 
district—Boston and points west—in No- 
vember. The seat, which was once held by 
his uncle, John Kennedy, and at the turn 
of the century by his great-grandfather, is 
one of the safest in the country, with 
seven registered Democrats for every 
Republican. It is also one of the most 
sophisticated, demanding almost daily 
campaign debates, and most liberal. But 
Mr Kennedy proved that inherited savvy, 
money and backers count for more than 
policy purity, even in hotbeds of neo-New 
Dealery like Harvard Square. 

Two weeks before the election, when 
the candidate of the quiche-eaters, Mr 
George Bachrach, began creeping up on 
Mr Kennedy in the polls, he countered 
with endorsements from the retiring 
member, the Speaker of the House of 
Representatives, Mr Tip O'Neill, from 
the mayor of Boston, Mr Ray Flynn, and 
from the Boston Globe, plus an advertis- 
ing barrage (his $1m campaign fund was 
more than twice as big as anyone else’s). 
Then Mr Bachrach accused Mr Kennedy, 
who supported Mr Reagan’s bombing of 
Libya, of doing business with Libyan 





banks through his Citizens’ Energy Cor- 
poration. The response—a reminder to 
the voters that Libya had offered asylum 
to his father’s murderer—put paid to the 
issue and also to Mr Bachrach. 

The crowded field in the eighth district 
brought out old demographic fault lines in 
the Democratic party. Mr Kennedy 
emerged as the choice of the beer-drink- 
ers—middle-aged, working-class conser- 
vatives and Irish-Americans who make 
up nearly 30% of the district’s popula- 
tion. Although the Speaker declared that 
the young Kennedy “agrees with my 
philosophy”, Mr Kennedy’s campaign 
talk placed him to the right of both Mr 
O'Neill and his uncle, Senator Ted. 
Working-class liberals, a much smaller 
group, were captured by Mr Mel King, a 
black community leader, who finished 
third. Mr Bachrach’s strength was among 
middle-class liberals in neighbourhoods 
such as the Brattle Street area of Cam- 
bridge, which a historical signpost identi 
fies as “Tory Row”. Middle-class conser 
vatives backed Mr James Roosevelt, 
grandson of Franklin, who came fourth. 

Massachusetts Democrats also chose 
the less liberal candidate for lieutenant- 
governor, As the running-mate of Gover- 
nor Michael Dukakis, who was unop- 
posed in the primary, Miss Evelyn 
Murphy will almost certainly be the first 
woman to win statewide office in Mass- 
achusetts. She is typical of this year’s crop 
of women primary winners: a politician 
who has paid her dues (she ran the state 
offices on environment and economics 
after losing an earlier shot at the lieuten- 
ant-governorship). A former congress- 
man, Mr James Shannon, now has a good 
chance of making a political comeback as 
the Democratic choice for attorney- 
general. 

State Republicans mostly stayed home, 
though enough of them voted to add to 
the confusion of the party’s hapless effort 
to challenge Mr Dukakis. The party state 
committee will meet on September 23rd 
to anoint Mr George Kariotis for the task, 
provided the discredited candidate who 
won the primary keeps his promise to 
withdraw from the race. 


Russia and America 


In Daniloff’s 
shadow 


WASHINGTON, DC 


On September 17th, the Reagan adminis- 
tration decided to expel 25 diplomats 
working at the Soviet mission at the 
United Nations. They must leave by Oc- 
tober Ist. Almost every American action 
towards the Soviet Union has an element 
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of risk; better relations depend on Mr 
Mikhail Gorbachev deciding that it serves 
` Soviet interests to give Mr Reagan a 
helping hand. But the risk in choosing this 
time to expel the diplomats was almost 
palpable. 

The slim shadow of Mr Nicholas Dani- 
loff, the American journalist who the KGB 
says is a spy, hangs heavily over Soviet- 
American affairs. On September 12th the 
administration tried to buy time by agree- 
ing that Mr Daniloff and Mr Gennadi 
Zakharov, a Russian physicist employed 
by the United Nations secretariat who the 
FBI believes is a spy, should both be 
released from prison into the custody of 
their respective ambassadors. But the 
swap, too neat for a government that 
insists there is no symmetry between a 
framed journalist and a spy caught red- 
handed, has deepened Mr Reagan’s di- 
lemma. The kind of asymmetrical bargain 
that the Americans were envisioning last 

eek—Mr Daniloff to be allowed straight 
..ome, Mr Zakharov to stand trial and 
then, after a decent interval, to go 
home—becomes much more difficult as 
positions harden. 

The administration is being harried, by 
conservatives and by its own inclinations, 
to retaliate. Mr George Shultz, the secre- 
tary of state, who has compared the arrest 
of Mr Daniloff to the invasion of Afghani- 
stan, promised as much on September 
16th when he told people to keep their 
“powder dry” as “there will be shoes 
dropped as we go along”. But the an- 
nounced expulsion of the Soviet diplo- 
mats next day was not, it seems, the 
sound of Mr Shultz’s first shoe dropping; 
it is unrelated, the administration claims, 
to the Daniloff affair. If that is indeed so, 
the timing was maladroit, irritating the 
Russians without assuaging American 
conservative opinion. 

Back in March, the Americans de- 

lared that the Soviet Union had too 
many people at the UN (275 in the Soviet, 
Byelorussian and Ukrainian missions) 
and that a lot of them were up to no good. 
They instructed the Russians to cut the 
numbers down to 170 at the rate of 25 
departures every six months. The Soviet 
Union declined, contesting the legality of 
the American demand. Now, says the 
State Department, six months are nearly 
up and 25 designated diplomats must 
leave. The administration’s case is not 
strengthened by its belief (unsubstantiat- 
ed by accurate figures) that the missions 
are already smaller than they were in 
March. 

Unsolicited advice, and criticism, are 
falling freely. The Washington Times, the 
conservatives’ backyard paper, ran an 
editorial entitled “Let Reagan be Car- 
ter”; the newspaper's comment on Mr 
Reagan’s handling of the Daniloff affair 
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was that “Jimmy Carter, by comparison, 
was tough and crafty.” The Islamic Jihad, 
somewhere in Lebanon, wondered why 
the administration worried so much about 
an American hostage held for a week in 
Moscow and so little about American 
hostages held for months in Lebanon. 
Senator Richard Lugar, often a voice of 
reason, suggested that the administration 
should make Mr Daniloff the sole topic of 
discussion with the Russians. 

The administration puts Mr Daniloff 
first on the agenda when it meets Soviet 
officials but then, sensibly, gets on to 
other business. This includes the arms- 
control forums. When Mr Max Kampel- 
man, the head of America’s negotiating 
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team, returfed to Geneva for the sixth 
round of talks his first words were about 
Mr Daniloff; he is also carrying the news 
that America might consider a 30% cut in 
strategic nuclear weapons, as opposed to 
the 50% that it has been seeking. 

In the first week of the Daniloff crisis, 
the administration got its tongue in a 
twist. Now it is keeping mum, waiting to 
see what comes out of the meeting sched- 
uled for September 19th-20th between 
Mr Shultz and the Soviet foreign minister, 
Mr Edward Shevardnadze. The invitation 
to Mr Gorbachev to come to Washington 
still stands. Whether this summit does too 
depends on the gifts that Mr Shevard- 
nadze comes bearing. 


Cut, cut, cut, restore 


President Reagan will appear before the 
General Assembly on September 22nd as 
the leader of a country about to push the 
United Nations into bankruptcy. It is an 
unaccustomed role for the United States, 
which has always been the UN’s biggest 
contributor and dutiful debtpayer, in con- 
trast to the Soviet Union which pays a 
third as much and whose account is 
$250m in the red. In a last-minute effort 
to avert embarrassment, the administra- 
tion is appealing to Congress to rescind at 
least some of the sharp cuts in this year’s 
allocation for the UN and its agencies. The 
gap between assessment and payment 
could be more than $200m, which would 
deprive the UN of 12% of its budget and 
leave it unable to pay salaries by the end 
of the year. 

The biggest deduction, some $80m 
from America’s UN bill of $380m, was 
mandated a year ago on the initiative of 


Influence costs money 


Senator Nancy Kassebaum, with the aim 
of compelling the UN to give big donors a 
bigger voice on money matters. (Other 
rich members are restive too; many of 
them, including Japan and the Soviet 
Union as well as the United States, have 
refused to approve the UN budget for the 
past few years.) The Kassebaum amend- 
ment set a ceiling of 20% for America’s 
share of the costs of any UN agency, 
unless and until the organisation intro- 
duces weighted voting. America’s as- 
sessed share, which started at 40% in 
1946, has been 25% since 1972 (it would 
be 28% if assessments were strictly pro- 
portional to gross national product). The 
administration accepted the Kassebaum 
cuts, without believing they would pro- 
duce the desired result. But Congress 
went on cutting and cutting. 

It lopped off another $25m, registering 
protests against the biased output of the 
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UN’s information office and against the 
Soviet practice of creaming off the high 
salaries its nationals earn at the UN (no 
deductions yet for KGB officers on the UN 
payroll). The House of Representatives 
then imposed a 5% across-the-board cut 
in deference to Gramm-Rudman, and the 
Senate went one better by proposing to 
withhold until next year some $130m 
owed to assorted international organisa- 
tions. This deferred payment, most of 
which is due to the UN, will be the main 
subject of dispute when the two houses 
put their budget numbers together in a 
continuing resolution sometime in the 
next few weeks. Voices will be raised in 
defence of the UN. But nobody is predict- 
ing much in the way of a financial 
reprieve. 

Anticipating a further American 
squeeze (last year’s contribution was cut 
by 7%), the UN has already pinched $60m 
worth of pennies. Human-rights meetings 
have been cancelled, conference reports 
are being produced in summary rather 
than verbatim, recruitment has been fro- 
zen, travel and overtime pay have been 
reduced. This year’s General Assembly 
session has been shortened by three 
weeks and much of it will be devoted to 
considering the report of an 18-member 
committee, whose money-saving propos- 
als include a 15% reduction in UN staff 
(valued at $85m). 

The World Health Organisation, which 
stands to lose up to $35m in American 
money over the next two years, is plan- 
ning to suspend programmes throughout 
the world; it will, for example, reduce its 
activities in disease-ridden Africa by 
18%. Another threatened UN programme 
is UNIFIL, the peacekeeping (sic) force in 
Lebanon; for the second year in a row, 
Congress has more than halved the ad- 
ministration’s request, from $43m to 
$18m (to general surprise, the Russians 
have just offered a contribution of $18m). 

Today the administration is putting 
itself forward as the UN’s best friend and 
blaming Congress for budget cuts. But 
only yesterday some of the harshest at- 
tacks on the organisation were being 
orchestrated from the White House. And 
only last month the United States Agency 
for International Development withdrew 
$25m pledged to the United Nations Fund 
for Population Activities, equivalent to 
20% of the fund’s budget, without waiting 
for Congress to apply its knife. Contribu- 
tions to the UNFPA are considered volun- 
tary and thus do not involve treaty obliga- 
tions as other UN payments do, But 
withdrawing family-planning services 
from millions of third-world couples is 
also a kind of default. The cost has been 
estimated at three unwanted babies and 
one abortion for every eight American 
dollars withheld. 
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President Reagan had hoped that his 
South African dilemma would be easier 
after Europe had given its opinion on 
sanctions. But the EEC’s verdict—some- 
thing between a mumble and a burp (see 
page 57}—has only made the president’s 
position more awkward. Let’s hope, said 
Senator Richard Lugar, the Republican 
chairman of the Senate Foreign Relations 
Committee, that Mr Reagan will “offer 
strong leadership now on behalf of the 
free world.” The hope looks forlorn. 

Congress has passed a clutch of weak- 
to-middling measures that partly forma- 
lise what is already happening in the 
marketplace. It wants to ban, though with 
certain wide exceptions, new loans and 
investments, both public and private. It 
also wants to end imports of food, urani- 
um, coal, textiles and iron and steel, and 
to reassert the current ban on Kruger- 
rands. These measures were the Senate’s. 
The House of Representatives had earlier 
passed a much stiffer bill, but, with time 
running out {congressmen go home on 
October 3rd), the House decided to go 
along with the Senate version. 

The most troubling part of the Senate 
bill for many congressmen is that it sets 
out to pre-empt state and local action 
against South Africa. Nineteen states and 
62 cities or local authorities have enacted 
some form of anti-apartheid law. Some of 
these measures are much severer than 
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anything contemplated by the Senate. 
Californian law calls for the sale of all 
state-owned investment in companies do- 
ing business in South Africa; New York 
city law calls on public pension funds and 
other agencies to divest themselves of 
shares in such companies. Mr Lugar 
wants to put a damper on states and cities 
running their own foreign policy; House 
members disagree, and have added lan- 
guage to that effect. The dispute may now 
have to be resolved in the courts. 

Mr Reagan is still pondering whether to 
veto the bill in the knowledge that there 
are enough votes in Congress to override 
his veto. Last year he upstaged Senate 
Republicans by presenting his own small 
package of sanctions. This time he will 
probably have to devise something a bit 
stronger. His plans to appoint a blac 
ambassador to South Africa (after tw 
unsuccessful tries, the administration has 
unearthed a candidate in Mr Edward 
Perkins, the ambassador to Liberia) and 
to include South Africa in the African trip 
that Mr George Shultz, the secretary of 
state, is about to make, are unlikely to do 
the trick. 


Nuclear waste 


Radioactive Tar 
Heels 


ATLANTA 


On September 11th, North Carolina, 
kicking and screaming, was chosen as the 
lucky recipient of all the low-level nuclear 
refuse produced in the south-east from 
1991 to 2010. The seven other states in 


THE ECONOMIST SEPTEMBER 20 1986- 


iie d, ABM Se) eel, 


vi ee fe ae Pees pee | 


Perils of hauling 


Every year in the United States, 1.5 
billion tons of hazardous cargo is ferried 
from one place to another. More than 
half of this is ordinary petrol, on its way 
to the local service station; the rest is 
nuclear waste, chemicals, biological 
agents, assorted other nastinesses and 
munitions. In 1984, more than 5,000 
accidents occurred involving such car- 
goes. Seven people were killed. The 
numbers are down from the levels earlier 
in the 1980s, and the Department of 
Transportation is pleased with them, 
noting that “they stack up quite well” 
against accidents in bathtubs. The Office 
of Technology Assessment, however, 
has produced a large report that gives 
warning against too much complacency. 

The ora thinks that plenty of incidents 
go unreported and that the actual dollar 
figures for damage from hazardous spills 
may be ten times higher than those 
reported each year by the Department of 
Transportation to Congress. The rail- 
ways have improved their safety record 
in recent years with tougher trucks and a 
better roadbed, but the highways have 
got worse. 

In the past ten years, 90% of the 
deaths attributable to the transport of 
hazardous materials have occurred on 
the roads. The reasons for this include 
the average age of the rigs, now about 
ten years; a fall of about 50%, over five 
years, in the amount of time federal 
inspectors of hazardous materials actual- 
ly spend doing their job; a high rate of 
exemptions granted by the transport de- 
partment from federal packaging stan- 
dards—about 95% of requests received; 
inaccurate labelling of materials; and a 
mess of rules, federal, state and local, 
which leave everyone confused. 

Simple human error accounts for two- 
thirds of the accidents. Speeding is not 
the chief fault; most of the rigs proceed 
deliberately, but they are often badly 

acked, heavy goods are put on top of 
ight, valves left open and containers 
punctured. All drivers who move haz- 
ardous materials are required to take a 
test about rules and emergency proce- 
dures; they are not, however, required 
to pass it. Only California requires a 
special driving licence. Many drivers 


the south-east regional compact, the body 
responsible for disposing of the low-level 
nuclear waste generated by the members, 
unanimously recommended North Caro- 
lina because, they said, it produced more 
of the stuff than anyone else. Now North 
Carolina, in pique, may leave the com- 
pact; if it does, that could set a disquieting 
precedent for the rest of the country. 

The compact plan for low-level waste 
was approved by Congress in 1980; dis- 
posing of the country’s much more deadly 
high-level atomic waste is being managed 


THE ECONOMIST SEPTEMBER 20 1986 


n 
4 
1 
\ 
x 


who handle hazardous materials hold 
several different state licences; offences 
noted on one will not show up on the 
others. In one of the more notorious 
cases, in which a tractor-trailer carrying 
torpedoes turned over on Interstate-70 
north of Denver, the driver was a woman 
with only eight months’ driving experi- 
ence who had never handled a rig 
before. 

Many drivers do not know exactly 
what they are carrying, or what to do if it 
spills. (Truckers of radioactive material 
are the exception; they are properly 
schooled in the dangers of their load and 
how to proceed in an emergency.) Much 
of the human error is thus passed on to 
firemen at the scene. In a recent case, in 
Ohio, firemen ruptured one tank while 
trying to put out a blaze in another; the 
hapless people living nearby were evacu- 
ated twice in a day. In another case, 
firemen aimed their hoses at stuff which, 
when wet, swelled into a toxic cloud. 
The OTA report suggests that 1.5m fire- 
men and police (police are the main 
inspectors of hazardous shipments along 
most highways) need extra training. But 
to train only 10% of them would proba- 





No torpedoes, please 


separately by the federal government. A 
few states, such as California, Pennsylva- 
nia, Illinois, Texas, New York and Mass- 
achusetts, have said they will probably 
build disposal sites to bury the boots, 
tools, medical supplies and research 
equipment—none of them highly radioac- 
tive—that last year made up the country’s 
2.6m cubic feet of low-level nuclear rub- 
bish. But if no volunteer comes forward 
in a region, the compacts can appoint one 
of their own members as a host state that 
must accept the low-level waste from the 
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bly cost $15m, or more than twice what 
the government spends now. 

Most of the other suggestions for im- 
provement cost money too, although the 
government might recoup some of it by 
charging user fees to shippers of hazard- 
ous materials. There could usefully be 
more inspectors; the transport depart- 
ment plans to add 150 general truck 
inspectors soon, who will spend at least 
part of their time on hazardous ship- 
ments. A national driving licence might 
help, as would national standards regu- 
lating shipments, standardised data 
sheets and standardised forms explaining 
the route a load is to take; much of the 
emotion surrounding hazardous ship- 
ment comes from people feeling they 
have not been consulted about awful 
substances coming along their roads. 
Carriers could be required, perhaps, to 
register with the government, paying a 
fee which would offset some of the costs 
of enforcement. 

Many of these ideas are the chief 
priority of Representative Timothy 
Wirth of Colorado, a state which offers a 
relatively easy route through the Rockies 
and, in consequence, sees 6,000 ship- 
ments of hazardous material every year. 
He has not yet forgotten those 
torpedoes. 
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rest. The south-east regional compact 
(North Carolina, South Carolina, Geor- 
gia, Alabama, Florida, Mississippi, Ten- 
nessee and Virginia) was the first group to 
try it, and North Carolina the first to draw 
the short straw. 

North Carolina's commissioners com- 
plained that inaccurate figures had been 
used to rate North Carolina first in waste- 
making and “technical suitability”. The 
other commissioners—none of whom 
wanted the stuff in their backyards, ei- 
ther—rejected the complaints. South 
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Carolina, which helped engineer the idea 
of a regional compact, was not in the 
running; it has nobly disposed of all the 
low-level waste from the eastern states 
since 1972. 

A bill has been introduced in the North 
Carolina legislature to pull the state out 
of the south-eastern compact, and the 
topic could become a campaign issue this 
autumn in several local political races in 
the state. But North Carolina’s governor, 
Mr James Martin, has hinted that he is 
inclined to remain a member of the com- 
pact and take “our turn”. 

If North Carolina withdrew from the 
compact, it would have to open its own 
site anyway. The other states in the 
compact would doubtless refuse to accept 
its nuclear refuse. And North Carolina 
might not be able to close its site to other 
States’ waste. When the state of Washing- 
ton tried to do this several years ago, the 
courts would not allow it. Washington is 
now one of only three collectors of the 
country’s low-level nuclear waste; it will 
keep its dump open, but only for the 
seven states in the north-west compact. 
Nevada and South Carolina, weary of 
being the country’s atomic dumping sta- 
tions, plan to shut their sites completely 
by 1993. 


Working at home 
An honest trade? 


In a couple of months, if all goes to plan, 
Americans will be free to spend their time 
at home sewing and stitching for money. 
Many of them, mostly women, have been 
doing so for years. But making gloves, 
buttons, jewellery, women’s clothes or 
handkerchiefs and doing embroidery, if 
done for payment, have been illegal since 
1943. In theory, a stop was then put to 
such practices to stamp out the horrors of 
the sweatshop and to prevent women 
from being made to toil into the night for 
far less than the minimum wage. 

Under the new dispensation, employ- 
ers wishing to employ homeworkers in 
these tasks will have to apply for a 
certificate, which will commit them to 
paying the minimum wage (a pitiful $3.35 
an hour) plus pay for overtime. The 
certificate scheme has already had a trial 
run in one industry—knitted outerwear— 
after 30 women who made skiing clothes 
at home on high-speed automatic ma- 
chines were enraged to be told in 1979 
that they were breaking the law. The 
Reagan administration agreed with them, 
but the courts required a rewriting of the 
law, including the introduction of the 
certificates, before it would sanction the 
practice in this one industry. 

In 18 states industrial work in the home 
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is illegal, but few states have the inspec- 
tors to enforce the law. Even the federal 
government faces difficulties, especially 
now that cuts in the Labour Department's 
money have reduced the number of the 
inspectors who are meant to ensure that 
children are not employed and that at 
least the minimum wage is paid. The 
inspector's visit is not always welcome, 
however; illegal immigrants, the most 
exploited, fear it may lead to deportation. 

The six industries whose employment 
of home workers is about to be legalised 
employ about 10,000 people, according to 
an informed guess by the Department of 
Labour (the trade unions put it much 
higher, at about 500,000). But today 
some 9m people work at home for at least 
eight hours a week, They range from 
highly paid executives who say they can 
think and plan better at home through 
accountants, designers and people run- 
ning a home-based business down to 


Not eligible for social security 


lowly clerical workers bent over their 
computers (more often typewriters) and 
piles of bills. Only a tenth of them are 
actually making things. Perhaps 200,000 
are doing clerical work. Most of the 9m 
also have a full-time job. 

Many people obviously like the relief 
from commuting and the peace and quiet, 
although a woman who has one eye on 
her typewriter and another on a small 
child, with an ear on whatever is boiling 
over in the kitchen, may find it less 
restful. Still, a woman unable to go out to 
work because of domestic ties, and who 
does not have access to a day nursery, 
may be grateful to be able to earn even 
pin-money at home. For others, it may be 
a relief not to have to dress up to go to 
work. And some women prize being able 





to work at times of their own choosing. 
However, the Labour Department's sur- 
vey reported that a third would like to 
work longer hours and make more mon- 
ey. Others miss their friends at the factory 
or office, suspect that they lose out in 
promotion and feel they are failing to 
learn new skills. 

Employers like homeworkers, some- 
times for the wrong reasons. If a woman 
is an “independent contractor” there is 
no need to contribute to her social-securi- 
ty payments, give sick leave and paid 
holidays, or buy her health insurance and 
provide a pension. The trade unions do 
not like the system for just thesé reasons 
and also because it makes organising 
workers much harder, In a suit being 
brought against an insurance company, 
eight women say that they had been told 
not to get in touch with each other. They 
also complain that their quotas had been 
raised without consultation and made se 





high that to meet them they had to work 
15 hours a day, They earned $15,000- 
20,000 a year, but had no right to the 
usual benefits; these are said to cost an 
employer about 30% of salaries. 

A subcommittee of the House of Rep- 
resentatives has been sympathetic to such 
complaints. It found that homeworkers 
were Often exploited, paid less than of- 
fice-workers and not always given a regu- 
lar flow of work that would provide a 
stable income. Two professors at Stan- 
ford who have been studying the growing 
use of temporary labour agree that sec- 
ond-class citizens are being created, with- 
out some of the benefits and opportuni- 
ties available to permanent employees, 
and that homeworkers are among those 
who suffer most. 
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Paris in the blitz 


FROM OUR PARIS CORRESPONDENT 


Paris has suddenly become a frightening 
place. In less than a fortnight since Sep- 
tember 8th, five bombs have gone off 
without warning in the city, killing eight 
people and injuring more than 160 others. 
Nobody, least of all the police, appears to 


p: when or where the bombers might 


id 


trike again. 

Responsibility for these bombings has 
been claimed by a group calling for the 
release from French jail of Mr Georges 
Ibrahim Abdallah, a Lebanese Christian 
who is the suspected head of a small 
terrorist gang that has carried out actions 
in Western Europe. The French police 
have offered a FFrim ($150,000) reward 
for help in capturing the group. They 
think its other two leaders are probably 
Mr Abdallah’s brothers (who were, how- 
ever, in the northern Lebanese town of 
Tripoli this week, claiming innocence). 

If the campaign really is a family affair, 
Mr Abdallah has determined and mur- 
derous kin. The group also claims to have 
planted more than half a dozen other 
bombs in or around Paris in the past ten 
months. One of these devices, left on a 
crowded suburban train on September 
4th, would have killed dozens of commut- 
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ers but for a defective timer. 

Nowhere, it seems, is safe. The bomb- 
ers have picked targets with impertinent 
ease: a post office in the city hall, where 
the prime minister, Mr Jacques Chirac, 
who is also the mayor of Paris, has a 
second office; and a dingy hall in the 
courtyard of the police headquarters 
where people queue for driving licences. 
Both places were supposedly under care- 
ful guard. Bombs have also been left in a 
bar on the Champs-Elysées and in the 
café of a shopping centre at La Défense, 
the office complex on the north-western 
edge of Paris. On Wednesday, the deadli- 
est bomb of all exploded at a department 
store near Montparnasse. 

Stamping out violence like this without 
over-cramping daily life or civil liberties is 
bitterly hard, as British, Italian, Spanish 
and West German leaders well know. 
Terrorists thrive on frightening the public 
and provoking governments into blind 
reaction, But for a government to seem 
helpless has its perils, too. At the week- 
end, Mr Chirac announced several 
counter-terrorist measures aimed as 
much at reassuring the public and pre- 
venting future actions as at catching this 


particular gang. 

Some 1,000 extra soldiers are being 
called on to help patrol France's interna- 
tional airports and its main border cross- 
ings. The owners of restaurants, cinemas 
and big shops are being urged to work 
with police to monitor their customers. 
For the next six months foreigners— 
except citizens of other EEC countries and 
Switzerland—will need visas to enter 
France. Like Italy, France will start to 
examine diplomatic bags, and it will re- 
quest visas from many diplomats. The 
prime minister also said his government 
would take “secret” measures. Did this 
mean summary expulsions, or assassina- 
tions? He did not elaborate. 

In coping with the bombers, Mr Chirac 
is particularly exposed. Not only must he 
work, as on everything else, with a small 
parliamentary majority and a Socialist 
president. The conservative party he 
leads made law-and-order a keynote of its 
campaign for the general election in 
March. It suggested that the Socialist 
government was soft on crime and terror. 
Now it is Mr Chirac who must show that 
his government can keep the streets safe. 
On Monday, President Mitterrand 
wished him well in the struggle—and flew 
off for a state visit to Indonesia. 

To complicate matters, France is being 
badly scalded by Lebanon's conflicts at 
other points. On September 18th, a 
French military attaché was murdered in 
Christian East Beirut, Pro-Iranian kid- 
nappers are holding seven Frenchmen 
captive in Lebanon. And French soldiers 
in the United Nations peacekeeping force 
in southern Lebanon are among those 
under attack from an [ranian-backed Shia 
faction which wants the peacekeepers to 
leave. More than 20 French soldiers out 
of a contingent of 1,400 there have been 
killed: the latest casualties came on Sep- 
tember 4th, when three French soldiers 
were killed near Tyre by a radio-con- 
trolled bomb. 

Whether there is any direct connection 
between the French hostages, thé attacks 
on France’s peacekeeping troops and dip- 
lomats, and the bombs in Paris is not 
clear. But without progress on these three 
fronts Mr Chirac risks looking swamped 
by the troubles of the Middle East. This 
could be uncomfortable not just for him, 
but for many of the 2m people of Arab 
descent living in France. Anti-immigrant 
feeling is strong and the penchant for 
blaming “les Arabes” indiscriminately for 
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Play it again, Dominique 


FROM OUR SPECIAL CORRESPONDENT IN TOULOUSE 


If Mr Lionel Jospin, the first secretary of 
the Socialist party, now regrets having 
plunged into the by-election in the de- 
partment of Haute-Garonne, he is not 
letting on. During a campaign stop at 
Toulouse University this week, as he 
listened to microbiologists complain 
about cuts in their research budget, Mr 
Jospin looked earnestly confident. Yet 
on polling day, September 28th, there is 
a risk that the left’s votes will be split, 
allowing a united conservative list to win 
five of the department's eight seats. In 
the general election in March, the Social- 
ists and the right won four apiece. 
Picking up that extra seat would be yet 


Jospin tries to impress the locals 


French ills is already depressingly com- 
mon. 

For the moment, Mr Chirac has the all- 
party backing that governments normally 
get during the first wave of such troubles. 
Although the president is happy to let Mr 
Chirac face the fire, from the Elysée and 
the Matignon come the same declarations 
of war against terror. A squabble—be- 
tween the director of France’s foreign 
intelligence service under the conserva- 
tives in 1970-81 and the man who took 
over from him under the Socialists— 
about which government was more effec- 
tive in fighting terrorism has been widely 
dismissed as unconstructive and ill-timed. 


The Abdallah puzzle 

Yet if the bombings go on, this blanket of 
good feeling may not be wide enough to 
cover differences of opinion about what 
the government should do. How free a 
hand should the police have? How much 
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another quiet triumph for Mr Domi- 
nique Baudis, the bright-blue-eyed may- 
or of Toulouse, who over the past few 
years has been gathering local capital as 
a non-party conservative. And losing a 
seat would be a serious setback for Mr 
Jospin. He came down from Paris in the 
hope of pulling together an aging and 
divided local party, which was once one 
of the strongest Socialist federations in 
the country. 

Before the March election, the Social- 
ists kept a dissident member of their 
federation from running his own list of 
candidates. This did them little good. In 
June the Constitutional Council an- 





should people be encouraged to share 
suspicions with the police? How far 
should the process of law be bent? Should 
the government negotiate with terrorists? 

The twisted story of Mr Abdallah raises 
many such questions. If the French police 
are correct, his group, known as the 
Lebanese Armed Revolutionary Faction, 
has no real ties to the confessional armies 
fighting in southern Lebanon. Rather, it 
is a band of relatives and friends from a 
small town near Tripoli in the north. It 
may have been responsible for other 
terrorist acts in Europe over the past 
decade. Many of the group’s members, 
who number a few hundred, are, like Mr 
Abdallah, Greek Orthodox Christians. 
The faction is left-wing, but the political 
motive behind its terrorism in Europe, if 
there is one, remains a mystery. 

The French police first got hold of Mr 
Abdallah two years ago. While he was 
awaiting trial on charges of arms-dealing 
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nulled the result because of the exclu- 
sion, and called for a special election. 

This time the dissident, Mr Gérard 
Houteer, is safely inscribed as a candi- 
date and is likely to nibble votes from the 
main Socialist list. Also, the Left Radi- 
cals, who were allied with the Socialists 
in March, decided this summer to assert 
their political independence. Their first 
opportunity has come in Haute-Ga- 
ronne, where they too are running a 
separate list. 

Socialists in Haute-Garonne further 
damaged their reputation after the 
March election for the regional council, 
which was held together with the parlia- 
mentary election. In a misguided effort 
to prevent Mr Baudis from becoming 
president of the council, they made un- 
successful overtures to the far-right Na- 
tional Front. 

Despite his advantages, the election is 
also a test for Mr Baudis, who has never 
faced a candidate of Mr Jospin’s calibre. 
The son of a politician who was mayor of 
Toulouse before him, Mr Baudis is a 
natural campaigner, whether addressing 
a small, elderly group in a village hall in 
the foothills of the Pyrenees or talking to 
a crowd in the basketball auditorium of 
an industrial town on the Garonne river. 
He is also used to television, for which he 
worked as a reporter. 

His big pitch is regional loyalty. He 
gave up his parliamentary seat in March 
after becoming president of the regional 
council. Since he is also mayor of Tou- 
louse and a member of the European 
Parliament, he would otherwise have 
had four jobs. 

Now Mr Baudis is running again for 
the job he gave up only six months ago, 
with the promise that he will give it up 
again as soon as he gets it. In case this 
strikes voters as frivolous, he points out 
that the calling of a second election was 
the Socialists’ fault. 





and passport fraud, his friends kidnappe 
France’s cultural attaché in Tripoli. Wi 
Algerian help, the French government 
got the attaché freed. Mr Abdallah’s 
friends claim there was an understanding 
that Mr Abdallah would serve at most a 
short sentence. 

But the French police then revealed 
that they had found an arms cache in a 
Paris flat used by Mr Abdallah. Among 
the weapons was a gun used to kill an 
American military attaché and an Israeli 
diplomat in Paris during the spring of 
1982. Mr Abdallah became a suspect as 
an accessory to murder. Any deal with his 
friends was off. Before the recent bomb- 
ings, it seemed that the French govern- 
ment might again be thinking of allowing. 
Mr Abdallah’s early release. In the past 
few days, it has sounded firmly against 
this course. But the issue is not clear-cut. 

Unless the judge looking into the acces- 
sory-to-murder charges can find convinc- 
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ing evidence, the investigation against Mr 
Abdallah may have to be dropped. He 
has already served two years of his four- 
year sentence for lesser charges. Under 
normal practice, he should soon be due 
for release. Lawyers for the family of the 
murdered American, for a start, will want 
him kept. 

Either choice looks bad for Mr Chirac, 
Keeping Mr Abdallah may provoke more 
bombs in Paris. Letting him go would 
encourage bombers everywhere. 


Spain 
Suarez appeal 


FROM A SPECIAL CORRESPONDENT IN BARCELONA 


Spaniards had to wait for three months to 
see how Mr Adolfo Suarez, a former 
prime minister, planned to exploit the 
recovery he made at the general election 
June. His answer came when his party, 
e Social and Democratic Centre (CDs), 
met for its congress in Barcelona on 
September 13th-14th. Mr Suarez made it 
clear that his ambitions go beyond be- 
coming leader of the centre-right forma- 
tions ranged against the ruling Socialists. 
He also wants to capture the centre-left, 
which provides most of the support for 
the prime minister, Mr Felipe Gonzalez. 
The cps, which four years ago was a 
forlorn rump of party united only by 
loyalty to Mr Suarez, tripled its vote in 
the June election and increased its num- 
ber of deputies from two to 19. It would 
have been the third biggest group in 
parliament had not Mr Oscar Alzaga 
pulled his Christian Democrats out of the 





Suarez looks to 1990 
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coalition headed by Mr Manuel Fraga. 
Mr Alzaga stands little chance of uniting 
the anti-Socialist forces behind him. Nor 
does Mr Fraga, who has purged the top 
ranks of his own party (now the third 
biggest), the Popular Alliance, of any 
officials who dared to question his ram- 
bunctious leadership. 

Mr Suarez, whose rule as prime minis- 
ter between 1977 and 1981 ended amid 
acrimonious bickering, made sure that 
dissent was kept well beneath the surface 
in Barcelona. Motions were carefully 
drafted to highlight the progressive look 
Mr Suarez is trying to project. For exam- 
ple, he wants to outflank the Socialists on 
the touchy issue of the American military 
presence in Spain by demanding an en- 
tirely new defence treaty. 

The question remains, however, as to 
what exactly Mr Suarez would do if he 
became prime minister again. Mr Santia- 
go Carrillo, the veteran Communist lead- 
er, summed up the problem recently 
when he said that Mr Suarez lacked a 
“coherent body of doctrine”. This is 
perhaps not surprising in view of the 
many changes in his political coloration 
over the years: at one time he headed the 
movimiento, the only political organisa- 
tion tolerated by General Franco. 

For his part, Mr Suarez believes the 
presidential style which Mr Gonzalez has 
brought to Spanish politics means that 
voters are now more interested in how the 
candidate presents himself than in the 
substance of his policies. Mr Suarez cer- 
tainly does well in projecting himself. He 
earned respect for his management of 
Spain’s transition from dictatorship to 
democracy, and also performs well on 
television. He is a youthful-looking 52, 
compared with Mr Gonzalez’s occasional- 
ly tired-looking 44. Now that the tobacco- 
stained teeth have been replaced by shin- 
ing white caps, Mr Suarez can lay on as 
dazzling a smile as any politician. 

A recent survey by a Spanish magazine 
also found that he has that most priceless 
of political assets, genuine sex appeal. 
According to the survey, more Spanish 
women dream of making love to Mr 
Suarez than to any other figure. 

The regional elections due to be held in 
June next year will be the first test of Mr 
Suarez's chances of replacing Mr Gonza- 
lez as prime minister after the next gener- 
al election in 1990. Mr Suarez’s own party 
is strong only in Castille and Aragon. It 
is, however, beginning to attract the 
bright young men who sniff the possibility 
of patronage farther down the road. Mr 
Suarez insists that his party should be the 
main challenger to the Socialists and has 
forsworn alliances with other parties. As 
he told the delegates at Barcelona: ““The 
political map of Spain has not yet been 
defined.” 
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Austria’ 
Right turn 


The break-up of the ruling coalition be- 


tween Socialists and the small Freedom — 


party has pushed Austria into an early 
general election. The election, not due 
until April 1987, will now be held in the 
second half of November. Announcing 
the imminent end of the coalition, the 
Socialist chancellor, Mr Franz Vranitzky, 
said on September 15th that there had 
been an “unacceptable shift to the right” 
by the Freedom party at its congress two 
days before. He was referring to the coup 
in which Mr Jörg Haider replaced Mr 
Norbert Steger as the party’s leader. 

The Freedom party has always been an 
odd mixture of liberals and nationalists. 
Mr Steger, who is both vice-chancellor 
and trade minister, is supported by the 
liberal wing; Mr Haider, the party’s boss 
in Carinthia, is the most prominent figure 
on its right. A fiery orator and successful 
crowd-puller, the 36-year-old Mr Haider 
has persistently blamed the rather dull Mr 
Steger for their party’s poor showing in 
opinion polls. These suggest the Freedom 
party now has the support of only about 
3.5% of voters, compared with 5% in the 
1983 general election. 

Mr Haider is nothing if not outspoken. 
Last year he was the only prominent 
politician to defend his party colleague, 
Mr Friedhelm Frischenschlager, for the 
act which cost Mr Frischenschlager his 
job as defence minister: meeting a former 
ss officer returned to Austria from Italy, 
where he had spent years in prison for 
war crimes. Mr Haider said the man was 
“a soldier who had done his duty for the 
fatherland”. Within the Freedom party, 
even those who claim to disagree with Mr 
Haider's right-wing views see him as the 
leader most likely to arrest the party’s 
electoral decline. The price of that, how- 
ever, may well be the loss of its share in 
government. 

Mr Vranitzky was probably glad of an 
excuse to call an early election. He has 
won the confidence of many Austrians 
since taking over as chancellor from Mr 
Fred Sinowatz in June, after the Social- 
ists’ defeat in Austria’s presidential elec- 
tion. But he could not afford to wait until 
April to deal with Austria’s three biggest 
challenges: its money-losing nationalised 
industries, its uncontrolled social-welfare 
spending and its budget deficit. He now 
has a perfect alibi for going to the country 
early without appearing to be running 
away from hard decisions. 

The conservative People’s party is do- 
ing better in the polls than the Socialists. 
But not all that much better. So both 
parties’ thoughts have been returning to 
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the idea of the “grand coalition™ which vatives as a pragmatist with whom they could command the support needed to 
had ruled Austria from 1945 until 1966. could do business). And Austrians seem sort out Austria’s economic mess. 

Mr Vranitzky and the leader of the to welcome the possibility of a pact be- The events of the past week confirm 


People’s party, Mr Alois Mock, get on tween the two big parties. Many are Austria’s steady drift to the right. First, 
well (Mr Vranitzky is seen by the conser- convinced that only such a broad coalition there was the election of Mr Kurt Wald- 


Don’t hit me, | can’t hit back 


The old military maxim that “the best 
defence is a good offence” is under fire 
in several NATO countries, Its attackers 
would like to replace it with an alterna- 
tive doctrine of “non-offensive de- 
fence’’. Their idea is to do away with 
many familiar weapons now considered 
essential to Western Europe’s defence, 
such as tanks and bomber aircraft, and 
concentrate instead on purely defensive 
operations to blunt any attack by the 
Warsaw pact. 

General Bernard Rogers, the com- 
mander of NATO's European forces, was 
in Norway last week for the “Northern 
Wedding” exercise, and told a press 


Would they feel safer if the tanks left? 


conference on September 10th that the 
new doctrine was suicidal. He cannot see 
the sense in letting the Russians know 
that NATO would react in only a limited 
way to a Soviet invasion. General Sir 
Geoffrey Howlett, who commands NA- 
To’s northern region, agrees. He de- 
scribed defensive defence as nonsense. 
General Howlett is worried because 
the idea is especially popular in Den- 
mark, which is in his area of command. 
Even without defensive defence to dis- 
tract them, the Danish armed forces are 
among the most feeble in NATO. But the 
Danish Social Democratic party has al- 
ready been converted. And although it is 
in Opposition, the peculiarities of the 
Danish parliament mean that the party 
has a strong influence on defence policy. 
There are many different versions of 
defensive defence. They share the notion 
that there should be some measure of 
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nuclear disarmament and a restructuring 
of NATO’s conventional forces to make 
them incapable of serious offensive ac- 
tion, The idea would be to assuage 
Russian anxieties about a first assault by 
NATO and thereby eliminate one Russian 
motive for attack; and, if the Russians 
did attack, to put up resistance with 
small-scale means. 

One of the strongest expositions of the 
doctrine, made by a Danish analyst, Mr 
Anders Boserup, is based on the idea 
that the Russians must be made to feel 
safe from attack by NATO, even in the 
most acute crisis. He would get rid of 
many of the weapons deployed in Den- 


mark today and give others, such as the 
F-16 aircraft, a purely defensive role. The 
country would then be divided up into 
small geographical units, each to be 
defended by groups of professional sol- 
diers with modern weapons, who could 
make life sufficiently unpleasant to deter 
an invader. 

The Danish Social Democrats spelled 
out their commitment to the idea in a 
paper published in July, It assumes that 
Denmark will remain in NATO and there- 
fore that reinforcements would come 
from outside, but says that these must 
not have a “threatening” nature. The 
party wants the alliance to break with its 
forward-defence strategy and rely on 
non-aggressive forces operating well 
within its own territory. 

For the Danish army this would mean 
using one of its three brigades now 
committed to the West German state of 


Schleswig-Holstein to strengthen the de- 
fence of the Danish Jutland peninsula. 
The Danish navy would be retricted to 
surveillance and minesweeping. Shore- 
based missiles would defend against at- 
tack from the sea. F-16 aircraft would 
carry missiles that could shoot down 
attacking planes, but not bombs that 
could be used against enemy airfields. 

The other country where defensive 
defence has excited more than just aca- 
demic interest is West Germany, where 
it is being pushed within the Social 
Democratic party by Mr Andreas von 
Bülow, who was a junior defence minis- 
ter in Mr Helmut Schmidt's government. 
In 1984 Mr von Bülow recommended 
dispensing with all tanks and fighter- 
bombers, as offensive weapons, and 
reorganising the Bundeswehr to give it a 
“structural inability to attack”. It would 
rely heavily on mobile militia groups 
armed with light anti-tank weapons; its 
numbers might drop to as low as 300,000 
(down from nearly 500,000). 

In its security policy adopted in Au- 
gust (but not yet finally approved), the 
Social Democrats accepted many of Mr 
von Bilow’s ideas, but rejected his 
300,000 figure as too low. The party then 
tacked on demands for a nuclear-free 
zone in Central Europe and a commit- 
ment by NATO not to be the first to use 
either conventional or nuclear weapons. 

Western military commanders deny 
there is any need to reassure the Rus- 
sians about the West's intentions. They 
claim that the Russians are well aware 
that NATO has structured its forces for 
defence and will not attack first. 

But some of the ideas put forward by 
the defensive-defence advocates are get- 
ting attention in less Russia-trusting 
quarters. For example, many young air- 
men see NATO's plans to strike enemy 
airfields in Eastern Europe in time of 
war as hitting the enemy where he is 
strong instead of where he is weak. A 
better tactic, they say, would be to build 
more fighter aircraft and anti-aircraft 
missiles instead of bombs, and take on 
enemy aircraft over NATO territory 
where they would be outnumbered and 
easily tracked by radar. 

NATO generals maintain that in ground 
warfare defensive defence is not so much 
a doctrine as a hopeless wish: small 
groups of infantrymen, however well 
armed, cannot by themselves put up 
much of a defence against masses of 
Russian tanks. And to scrap NATO's 
tanks and long-range artillery in favour 
of more land mines and field fortifica- 
tions would be to deprive the alliance of 
the ability to counterattack—which 
Clausewitz called the “most brilliant 
point in the defensive”. 
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heim as president in June. Then came the 
choice of Mr Vranitzky, who stands on 
the right of his party, as chancellor. Mr 
Haider's coup was yet another sign of the 
rightward shift. 


EEC and South Africa 
No fire from Kohl 


FROM OUR BRUSSELS CORRESPONDENT 





The EEC is to impose economic sanctions 
on South Africa that will have no effect. 
For this the South African government 
` can mainly thank Mr Helmut Kohl, the 
West German chancellor, and the pre- 
election climate within his centre-right 
coalition. Mr Franz Josef Strauss, who 
heads the Christian Democrats’ sister 
party in Bavaria, and the barons of free 
trade in the Free Democratic party kept 
coal off the EEC’s list of prohibited im- 
rts from South Africa. With a regional 
election in Bavaria on October 12th and a 
national vote next January, the chancel- 
lor did not want to anger them: 

A ban on coal imports would have hurt 
South Africa, which ships two-thirds of its 
coal exports to the Community. For this, 
it was paid some $1 billion last year 
(about 6% of its total export earnings); it 
would have had a hard time selling the 
coal elsewhere, The ban would not have 
damaged the Community, which. gets 
only 8% of its coal from South Africa. 
Australia, Poland and America would 
have been only too pleased to fill the gap. 

The package of sanctions agreed on by 
the EEC’s foreign ministers on September 
16th was almost entirely symbolic: a ban 
on new investments in South Africa and 
on imports of Krugerrand gold coins and 
of iron and steel products, Several EEC 
countries have already stopped importing 
» Krugerrands, and South Africa’s sales of 
iron and steel to the Community were 
worth only about $325m last year. 

At the EEC summit in The Hague last 
June, a more ambitious list of sanctions, 
including coal, was provisionally accepted. 
At the start of this week’s meeting of 
foreign ministers, only West Germany and 
Portugal objected to this agreed list (Brit- 
ain having been sidelined by Mrs Thatch- 
er's commitment to the Commonwealth 
not to oppose sanctions within the EEC). 
Portugal would have given way, had it not 
been able to hide behind the Germans. 

Mr Hans-Dietrich Genscher, the West 
German foreign minister, was unbending. 
Most of his colleagues felt that any EEC 
agreement would have to be on Germa- 
ny’s terms. But the Dutch, who often act 
as the self-appointed conscience of the 
EEC, stood by The Hague programme. 
They backed down only after.Mr. Kohl 
co made a late-night.telephone:call to the 








Dutch prime minister, Mr Ruud Lubbers, 
explaining his predicament. 

To save face the foreign ministers said 
they would continue to explore the ques- 
tion whether coal might be included later. 
Nobody took this seriously. The British 
foreign secretary, Sir Geoffrey Howe, 
who chaired the session, described the 
agreement as a part of a concerted effort 
by the industrialised world to bring about 
change in South Africa. Moving on to 
Bonn, he got little support for that view 
either from Mr Kohl or from his own 
boss, Mrs Thatcher. 

Mr Kohl said he had agreed to.the 
Brussels measures only because other 
EEC members wanted them. Mrs Thatch- 
er, back on form after yielding an inch or 
two to the Commonwealth, added that 
she and Mr Kohi “recoil from many of the 
suggestions which have come before us 
with regard to sanctions”. The Communi- 
ty has for some months claimed that it 
wanted to send the South Africans a clear 
signal of its opposition to apartheid. 
There was nothing clear about this week’s 
puff of smoke. 


Albania 
Better connected 


What do a hammer-thrower, a Greek 
composer, two ambassadors and a few 
freight trains have in common? All have 
helped to turn Albania’s slow crawl out of 
its self-imposed isolation into a slow walk. 

Albania’s rail network is now linked to 
the rest of Europe’s: on September Ist 
freight trains started to run along a new 
track between Shkoder in northern Alba- 
nia and Titograd in Yugoslavia. A few 
days later an Albanian hammer-thrower 
took part in the Balkan Games in Ljublja- 





Europe’s cities: Munich 





Not the biggest, but maybe the best 


Asked to name the best thing about Bonn, West Germany’s agriculture 
minister, Mr Ignaz Kiechle, who is Bavarian, is said to have replied, “the 
train to Munich”. Plenty of non-Bavarians think the same, even if they 
live in more stimulating cities than Bonn. Half of those questioned in a 
recent opinion poll said they would like to live in the Bavarian capital if 
they had the chance. Our Bonn correspondent travelled south to see 


what makes Munich so popular 


Munich’s reputation is so high that virtues 
are attributed to it which it does not 
possess. In a survey last year of what 
West Germans think of their country’s 
main cities, two of the things people 
picked out as advantages of the Bavarian 
capital were that it had more public 
transport and more parks and gardens 
than other cities. In fact, Dusseldorf has a 




































na—the first Albanian to compete in). 
these games in Yugoslavia since 1934. 

Although Albania is prepared to trade 
and play with Yugoslavia, relations be- 
tween the two remain chilly; those with 
Greece, by contrast, have become re- 
markably warm. The welcome given on 
September 4th by Albania’s leader, Mr 
Ramiz Alia, to a well-known Greek musi- 
cian, Mr Mikis Theodorakis, reflected the 
neighbours’ new-found chumminess. On 
September 12th Albania went of to tie 
another diplomatic. knot: it agreed. to 
exchange ambassadors with Spain. Brit- 
ain, West Germany and Ireland are now 
the only countries in Western Europe 
with which Albania has no diplomatic 
relations. i 

The main reason for this gradual open- 
ing is economic. The go-it-alone years 
under Enver Hoxha left Albania. under- 
equipped, so it is having to look abro 
for capital goods and technology. But its 
fierce independence and continuing sus- 
picion of outsiders are making it move 
warily. It still refuses to have anything to 
do with either of the superpowers. And 
its leaders worry that more contact with 
Europe will let in “alien influences”. 
Recent articles in the official press have 
complained about football hooliganism 
and about Albanian holiday-makers who 
listen to foreign radio stations. 


more extensive transport system, An 
Hamburg has more open space. Ka 

But why quibble? Munich inspires su- 
përlatives. It seems to have most of the 
best features of other big West German 
cities without many of their drawbacks; 
Hamburg rivals Munich in elegance, but 
has twice its unemployment rate. Stutt- 
gart-matches itas a home for new technol- 
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Munich sings its own praises 


EUROPE 


ogy, but is earnestly provincial when set 
beside the Bavarian capital. West Berlin’s 
cultural life is as rich as Munich's, but it is 
dogged by economic troubles unknown in 
Bavaria. 

Electronics, fast cars and aerospace 
lead Munich’s economic success. Sie- 
mens, West Germany's biggest electron- 
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ics company, moved to Munich from 
Berlin after the second world war and has 
laid the ground for a flowering of small 
electronics companies there. According 
to one recent survey, 40% of the coun- 
try’s software suppliers are based in or 
around Munich. The successful computer 
group Nixdorf, which has its headquar- 
ters in Westphalia, is building up its 
operations in Munich. The phrase “‘Sili- 
con Bavaria” has become a cliché. 

Based at Ottobrunn outside Munich, 
Messerschmitt-Bélkow-Blohm (MBB) do- 
minates West Germany's aerospace in- 
dustry. Bayerische Motoren Werke 
(BMW), with its headquarters in Munich, 
has become synonymous with fast, fash- 
ionable cars. The Allianz company of 
Munich is West Germany’s biggest insur- 
er. The city’s stock exchange does a 
thriving business in shares of new compa- 
nies traded in a hectic over-the-counter 
market. Although Munich lags well be- 
hind Frankfurt as a home for big banks, it 
is ahead of most West German state 
capitals as a financial centre. 
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The people of Munich can advance 
several other reasons why theirs should 
be regarded as West Germany's most 
important city. Munich's population 
(1.3m) is smaller than West Berlin’s 
(1.8m) or Hamburg’s (1.6m). But it is 
never short of things to boast about. 

The federal intelligence service has its 
headquarters in nearby Pullach. Munich 
is the capital of the West German film 
industry. The Olympic Games of 1972 left 
a fine complex of stadiums, swimming 
pools and race-tracks two miles from the 
city centre. Munich’s nightlife is racy 
enough to enable a pack of gossip colum- 
nists to keep their readers constantly 
agog. Its palaces, museums, opera and art 
galleries are as good as any in the coun- 
try. And then, of course, there are the 
two great whoop-ups; Fasching, the pre- 
Lent carnival in the spring, and, more 
special to Munich, the Oktoberfest, the 
annual beer festival which attracts 5m-7m 
visitors for two drunken weeks in the 
autumn. 

Beer is to Munich as claret is to Bor- 
deaux. Seven main breweries produce 
105m imperial gallons of the stuff a year. 
Inevitably, some of the most celebrated 
drinking halls have become tourist traps. 
(Staff at one of them have been put on 
trial, accused of having regularly robbed 
clients, sometimes after feeding them 
knockout drops in their beer.) But, the 
beer-swilling aside, Munich can claim a 
more refined gastronomic status: it con- 
tains two of the only three West German 
restaurants given three stars by the Mi- 
chelin guide. 

There are less wonderful aspects to 
Munich, of course. Rebuilding after 1945 
left the city’s centre a bit cramped. Mu- 
nich’s mayor, Mr Georg Kronawitter, 
gives warning against the thoughtlessness 
that “walls up the city with layers of 
concrete”. He admits that noise and air 
pollution need to be sharply reduced. 
And he says that municipal spending in 
the early 1980s landed the city with “an 
obviously oversized burden” which will 
make more rigorous financial policies 
necessary before long. 


Pomp and politics 

The Social Democratic mayor’s biggest 
potential difficulty is political. Mr 
Kronawitter was Munich’s mayor from 
1972 to 1978. He then lost office to Mr 
Erich Kies! of the conservative Bavarian 
party, the Christian Social Union (the 
conservatives also won an overall major- 
ity in the 1978 city-council election, the 
high point of a steady rise in their elector- 
al fortunes since 1960). Mr Kronawitter 
got his revenge in 1984. But his victory 
was won only after an inconclusive first 
round in which he failed to get an overall 
majority; and the make-up of the present 


city council leaves Munich on a knife- 
edge. 

The Christian Social Union and the 
Social Democrats each have 35 seats. The 
ecology-minded Greens entered the 
council for the first time in 1984 with six 
seats, and the centre-right Free Demo- 
crats won four. This means that Mr 
Kronawitter relies on Green support on 
matters where he cannot make a deal with 
the parties to his right. His job is compli- 
cated by a split within the Greens which 
makes their support even more problem- 
atic than it would normally be. No won- 
der that officials in the Rathaus shake 
their heads woefully when they talk of the 
difficulty of charting a political course in 
keeping with Munich’s confident industri- 
al outlook. 

Despite its past reputation as a breed- 
ing ground for extreme right-wing 
groups—Hitler tried his putsch here in 
1923—the city has been run by the Soci 
Democrats for much of the postwar | 
od. This puts Munich at odds with the 
state of which it is the capital, and with 
Bavaria’s dominant figure, Mr Franz Jo- 
sef Strauss. Munich may be Bavaria’s 
urban pride and joy, but the state’s con- 
servative premier far overshadows any 
mayor the city could produce. 

Mr Strauss has his political differences 
with Mr Kronawitter but spares little 
effort to promote Munich as an economic 
centre. A director of MBB, he has recently 
been urging a merger of the aerospace 
firm and BMW to produce an industrial 
giant able to compete with Stuttgart’s 
Daimler-Benz group. As a Bavarian pa- 
triot, Mr Strauss can only revel in the 
enrichment of Munich, even if it happens 
to be governed by a Social Democrat. 

In return, the city government is being 
less than understanding of Mr Strauss’s 
plans to provide himself with a state 
chancellery consistent with his ambitio 
view of Bavaria’s place in the world. M 
Strauss wants to put up a monumental 
building at one end of the Hofgarten park 
in the middle of the city. The city council, 
then run by Mr Strauss’s followers in the 
Christian Social Union, gave its approval 
to the plan in 1983. At the time, the Social 
Democrats also went along with the idea, 
but they have now changed their minds. 

They accuse the premier of being ready 
to disfigure Munich for his own greater 
glory, and have started legal action to try 
to block him. They have also gathered 
35,000 signatures on a petition to halt the 
project. Mr Strauss’s supporters point out 
that this is not an impressive number for a 
city of Munich's size, and the betting is 
that Mr Strauss will win. If he does, even 
his opponents will doubtless before long 
point to the chancellery as yet another of 
the city’s glories. Munich is the kind of 
place where pride overcomes party. 
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The MIT Program for Senior 





precutves 


A general management pro- 
gram, suitable for a broad range 
of top-level general or functional 
managers from a wide variety 

of backgrounds. 


An interdisciplinary study of 
management and the economic, 
social, and technological envi- 
ronment of the organization, the 
emphasis is on new knowledge, 
current research, and future 
trends 


The program is offered twice 

yearly for nine weeks from February 
to April and from September to 
November. 


MIT Sloan School 
Executive Education 
Programs 





The Alfred P. Sloan Fellows 
Program 


A twelve-month program leading 
to a Master of Science in Manage- 
ment for U.S. and international 
industry and government execu- 
tives. A health management option 
is also available. 


Applicants should be in middle to 
upper-middle management or staff 
positions with approximately ten 

to twelve years of experience. 


Applicants are nominated and 
sponsored by private and public 
sector organizations, selected by 
MIT, and appointed Alfred P. Sloan 
Fellows 


Special Summer Programs in 
Functional Areas 


Special one- and two-week 
summer programs in functional 
management areas designed 

to help practicing managers keep 
pace with developments in their 
field. 


For further information on these 
programs please contact: 


Executive Education Programs 
MIT Sloan School of Management 
Room E52-130 

Cambridge, Massachusetts 02139 


Telephone: (617) 253-7166, or 
(617) 253-7189 
Telex: 797961 MIT SLOAN UD 






















































































MINOLTA ADVANCES ZOOMING 


EP4/0Z 


e@With Triple Paper Stacker, Automatic Document Feeder and 20-Bin Sorter options installed. 






















With the advent of the new Minolta EP470Z, zoom copying 
has entered a new, more-automated era. An expanded 1031-step 
zoom range (X0.610-1.640) now permits the enlargement of 
documents as small as B5 to as large as Ad and the reduction of 
documents as large as A3 to as small as B5 in a single time- 
saving step. 

Beyond its expansive zoom range, the EP470Z is extremely 
innovative. Book Copy, for example, allows the simultaneous 
copying of both left- and right-hand pages of an open book on 
two separate sheets of paper, reducing tiresome page 
repositioning by half. 

Margin making, too, has been fully automated. EP470Z 
Image Shift makes margins simultaneously as you copy. Choose 
B: om 5-, 10- or 15-millimeter widths, perfect for hole-punching 

nd subsequent filing. For documents with too little space for a 

margin, the copy’s image can be reduced to an appropriate size at 
the touch of a key. 

Minolta has also greatly simplified the copying of 
documents on both sides with a Multiple Sheet Bypass that 
automatically feeds up to 20 sheets of paper. Another feature, 
Anamorphic Zooming, can make you more creative. And a range 

- of exciting new options improve EP470Z efficiency still further; 
<a Triple Paper Stacker, for example, simplifies the handling of 
paper in multiple sizes, and a 2000-sheet Large Capacity à 
Cassette meets high-volume copying needs. 

Above all, you can depend upon the improved Minolta 
Micro-Toning System to provide copies with the same superior 
copy quality—even when enlarging or reducing — that Minolta 
users worldwide have come to rely upon. In addition to the 
EP470Z, there’s an entire family of other diversely-equipped 
Minolta zoom copiers to choose from; one to fit virtually every 
business application. Raise your productivity; visit your nearest 


















Minolta dealer soon and start zooming the Minolta way. 





P3502 EP45OZ EP550Z7  EP650Z 


MINOLTA CAMERA CO., LTD. Business Equipment Operations, 30, 2-Chome, Azuchi-Machi, Higashi-Ku, Osaka, 541, Japan: 


See Minolta Copiers at: 
Bangladesh yet International Lid. National rte Bhaban, Inner Circular Road, Kakrail Dhaka, Philippines opes Inc. Topros Bidg., Banowe cor. Atok Sts. Quezon City, Melro Manila 
G.P.O. Box 767 Phone: 400042, 404929 Phone: 732-14-21, 71-41-13, 711-41-15, 711-41-83, 711-41-85, 71-41-87 
Hong Kong Minora pon rong Ltd. Room 208, 2/F., Eastern Centra, 1065 King's Road, Quorry Bay Singapore = Minolta eapepee (PTE) Lid. 10, Tebon Gardens Crescent, Singapore 2260 
one: §-6581 Phone: § 
india Methodex Systems Pvt Ltd. 607-8 Meghdoot 94 Nehru Place, New Delhi 10019 Yaiwon Santa Office Machines Corp. i) FL, 75, Sec. 4, Nanking E. Road, Taipei 
Phone: 6432476, 6432476 Phone: 718-5001 
indonesia P.T. Perdana Nirwana Abadi Co. 89 Ji. Bungur Besor, Jakarta Pusat 10620 Thailand Technical Supply Co., Ltd. 1808-1812 Kasemrat Road, Kiongtoay, Bangkok 1010 
Phone: 418809. (10 lines) Phone: 249-0199, 249-0294, 249-0092, 249-0359, 249-0345 ; 
Malaysia City Marketing Sdn. Bhd. Wisma Cestel, No.4, Jalan Kiang (51/206), 46050 Petaling Austratia Océ-Austrolia Lid. P.O. Box 196, 89 Tulip St., Cheltenham, Melb. 3192 
Jaya, Selangor Phone; 03-7921033 (10 lines) Phone: 584-1011 
Pokiston Allied Equipment Lid. First Floor, Nelson Chambers, 1.1. Chundrigar Road, New Zealand Viko Holdings Lid. 33 Broadway, Newmarket, P.O. Box 220, Auckland | 


G.P.O. Box 680, Karachi]: Phone: 219338, 210146 Phone: 505-449 





Book Copy 





Image Shift 


Both-Side Copyin 


MINOUA 

























The Harrier, Britain’s most 
versatile and successful strike 
aircraft, takes to the sky using 
 Burmah’s lubricants and hydraulic 
fluids, from airstrips sealed with 
Burmah’s speciality chemicals. 
‘Burmah, too, has been displaying 
considerable skill and versatility in 
recent years, and 1986, its Centenary 
Year, marks the completion of its 
transformation into a compact 

_ Group, concentrated upon the 
international marketing of 
lubricants and speciality chemicals 
and a major gas shipment project. 

< The interim results show just how 
successful this process has been. 
Burmah is poised for growth. 


Lubricants and Fuels * 


Castrol is one of the world’s largest lubricants 
marketers, with operations in over thirty countries. 
Best known for motor oils such as GTX, Castrol and 
other Burmah lubricants companies have an equally 


| as in wa 
stay one jump ahead. 








INTERIM RESULTS 


Profit for the half-year to 30 June 1986 
from continuing businesses, after inter- 
est costs, was up by 32 per cent to £379 
million, 

The collapse in oil prices severely 
reduced profit from the Thistle oilfield, 
now sold to Premier Consolidated Oil- 
fields plc. However pre-tax profit of £376 
million was still 7-4 per cent ahead of 
1985. The tax charge increased to 45 per 
cent, and profit after tax was slightly 
lower, at £20-7 million. 

The maintained interim dividend is 
45p on the increased share capital. As 
indicated at the AGM, the board expects to 
be able at least to maintain for 1986 the 
level of dividend per share paid for 1985. 












































well-established position in a wide range of 
industrial and speciality markets, Castrol Marine 
provides worldwide services to fleets of all 
nationalities. Burmah also has petrol retailing 
networks throughout the UK, Republic of Ireland, 
Sweden and Belgium. 
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Speciality Chemicals 
Burmah provides products and services in five 
speciality chemicals areas — adhesives, coatings, 
printing inks, sealants and water treatment. Twenty 
eight companies internationally make up this rapidly 
growing division, and each of them is expert in its 
own field. Their products range from waterstops for 
concrete structures to contact adhesives for 
furniture lamination, and from screen printing inks 
to casting waxes for making turbine blades, 


LNG Transportation 


Burmah is transporter for the world’s largest 
liquefied natural gas project, annually carrying 
nearly nine million tons of LNG from Indonesia to 
Japan, under a twenty-year agreement with 
Pertamina, the Indonesian state oil company. Eight 
vessels are dedicated to this trade and well over 
1000 cargoes have been safely shipped by Burmah 
during the past nine years. The Group also owns two 
Ultra Large Crade Carriers, now in service. 


IN GREAT SHAPE FOR GROWTH 
The Burmah Oil Public Limited Company 
Headquarters: Burmah House, Pipers Way, Swindon, Wiltshire SN3 IRE 













BRITAIN 


i al oN a ~ ia 
Stee! envies Owen his disciplined pack 





They can think, but can 


they win? 


Britain’s Social Democratic party (SDP) is 
quite unlike any of the other three major 
sarties. It is, as its elder statesman, Mr 
y Jenkins, put.it, an “anti-party par- 
ty”. Its annual conférence, held in Harro- 
gate this week, was more of a policy 
seminar than an electoral rally. The par- 
ty, with its absence of ideological: bag» 
gage, resembles nothing so much as a 
think tank, with its 58,000 members a 
huge subscribing consultative panel to the 
party leadership. 

The party is still run, more or less in 
harmony, by the original gang of four—- 
Dr David Owen, Mr Jenkins, Mrs Shirley 
Williams and Mr Bill Rodgers—with. the 
active involvement of its seven hard- 
worked members of -Parliament. Dr 
Owen is every bit as tough and dominant 
a leader as Mrs Thatcher, but without her 
ability to generate antipathy in the party 
and the electorate. He has achieved an 
astonishing mastery over the details. of 
most areas of policy. ; 


= Many spp policies would go down well _ 
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with the wet end of the Tory party, but 
lots, especially in economics, would be 
anathema to the Labour party. Thus the 
SDP proposes moderate economic expan- 
sion, but recognises that prospects for the 
post-1987 balance of payments have 
turned sour (which Labour does not want 
to know). To contain pay rises, the SDP 
would be ready to introduce an incomes 
policy or even contemplate a pay freeze. 
The party rejects Labour's plans for the 
direction of portfolio investment and for 
renationalisation. It wants limited redis- 
tribution of income to help the poor, not 
a big assault on the rich. It believes in 
consultation with trade unions, but not in 
power-sharing in government. The par- 
ty’s whole ethos is that of capitalism. As 
Dr Owen told the conference, “There is 
no escape from the discipline of 
competition.” 

The conference was dominated by the 
spp’s radical plan to integrate income tax 
and social-security benefits. A document 
drawn up by a former Labour Treasury 









French fudge 


Dr. David Owen, leader of Britain’s 
Social Democratic party, has forsaken 
fudge for frogs’ legs. Every statement he 
makes about his new defence policy is 
now filled with breathless enthusiasm for 
all:things French. 

On his trip to Paris earlier this month |. 
with the Liberal. leader, Mr David Steel, | 
he seems to have become convinced that 
French politicians of all parties are eager ` 
for nuclear collaboration with the Brit- f 
ish. And this, he hopes, could prise him | 
out of embarrassing difficulties with his |) 
Liberal partners over whether Britain | 
should retain its own nuclear deterrent f 
once Polaris'rusts into obsolesence. 

Though Dr Owen thinks Polaris: 
planned replacement, Trident, is too}. 
expensive and too powerful, he is con-.] 
vinced that Britain needs some sort of |” 
nuclear bomb. The Liberals disagree. f- 
Solution: European defence, with Brit- f 
ain and France putting their nuclear 
weapons in trust for the rest of the 
continent, somehow. fy 

Such a policy might be easier for the 
Liberals to swallow than the uncom- 
promising “replace-Polaris-come-what- 
may” line the spp took last year at. 
Torquay. It raises the possibility of mod- | 
est disarmament: if Britain teams up 
with France, it could get by with three f 
nuclear submarines instead of four, And: 
if Britain bought its missiles from 
France, that would take care of another 
objection to Trident: that Britain will | 
become too reliant on America if it buys f- 
its-missiles there. But the Royal Navy 
would hate to have to adapt its Trident 
submarine to take the French M-4 missile, 
which it says is more expensive than and 
inferior to the American D-5 Trident. |. 
(For the cost, see page 16.) 

Nobody at the conference asked Dr 
Owen the question he would have asked: | 
anybody else. With six missile subma- 
rines to Britain's three, would France | 
not be by far the senior partner in the | 
enterprise? How then would the hardest. 
decision be made: when to shoot? With” 
Trident, even bought from the Ameri» 
cans, Britain could make its own. Would 
British voters really prefer a French-held | 
umbrella to a British one, even if the 
latter is Made in the USA? 




































































minister, Mr Dick Taverne, proposes a 
universal taxable benefit, aimed particu: 
‘larly at helping the low paid and unem- 
ployed. This would be paid for largely by 
removing the ceiling on national-insur- 


She 
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ance “contributions by the higher ‘paid, i 


and by ending the married man’s tax 
allowance. 

_ The proposals, published some weeks 
before the conference and clumsily ex- 
plained by their architect, have been an 
embarrassment to the party. They were 
promptly, attacked by the Tories, who 
pointed out that they would leave some 
well-paid SDP voters worse off. Dr Owen 
made the plan the centre of his main 
conference speech, predicting it could 
become an important election issue. The 
SDP hopes to sell the policy to those who 
will have to pay higher tax by appealing to 
a combination of conscience and self- 
interest: social deprivation and discontent 
hurts the rich, too, because it leads to 
‘crime, civil disorder and riot. 

On the advice of Mr Rodgers, the party 
has also changed its position on electoral 
reform. In the event of an election in 
which the Alliance holds the balance of 
power, the spp leadership will now be 
free to negotiate on electoral reform as it 
_ thinks best, rather than being mandated 
to insist upon it as part of any deal with 
the other parties. Such negotiation might 
only be on a referendum on proportional 
representation, and even then possibly 
not until after a second general election. 
Mr Rodgers has thus cleverly reassured 
those Labour and Tory voters who might 
otherwise be reluctant to vote Alliance 

for fear of electoral change which could 

prevent their parties ever again winning 
full majority power. 

The Liberal leader, Mr David Steel, 
~ enjoyed himself at Harrogate. He re- 
“ceived a rapturous reception when he 
genially referred to Dr Owen as ‘‘super- 
brat”. The relationship between the two 
Davids is good. Indeed, Mr Steel is prob- 
ably happier with the practical and con- 

formist spp than with his own anarchical 

party. His job at his own party’s confer- 
` ence at Eastbourne next week will be to 
strengthen relations between the two di- 
--vergent parts of the Alliance. However 
¿mature and well-organised the spp may 
appear at its party conference compared 
- with. the Liberals at theirs, the Liberals 

still have more experience and better 
~ Organisation at constituency level. 

Talk of pre-election merger has virtual- 
ly stopped. If the Alliance does come out 
of the election holding the balance of 
power, the differences between the Alli- 
ance parties would dominate the negotia- 
“tions with either Labour or Tories. The 
SDP leaders are pleasurably surprised that 
their party has retained its independence 
~ 80 long. If the election is a fiasco for the 
Alliance, the spp may quietly join the 
» Liberals. In that case, many SDP support- 
ers would probably feel more at home ina 
post-Thatcher Tory party than with Mr 
-. Steel's unruly charges. 


Sources: Company repons. OF! 
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Road end 


Last winter, when Rover (formerly BL’s 
Austin Rover division) was talking: of 
selling out to Ford, with encouragement 
from the Thatcher government, a politi- 
cal outcry forced them both to back- 
track. There. must soon be a limit to 
patriotism. The latest figures suggest that 
Rover is likely to have to become. Honda 
Rover; and even Midland members of 
Parliament will be hard put to. protest. 
Britain’s only homegrown volume. car- 
maker is in a shambles. It has just an- 
nounced that’ trading losses in the first 
half of this year are bound to. exceed 
£60m.. It is not selling enough cars to 
employ its-existing ea is it ever 
likely to. 

Inthe first half of 1985, when it made a 
tiny. £600,000 trading profit; the then 
Austin Rover seemed to be on the right 
road. Its Metro and Maestro were selling 
respectably. But these are at the low- 
margin end of the market. The Montego, 
supposed to catch up with Ford’s Sierra 
and Vauxhall's Cavalier in the fleet mar- 
ket, has not. 

The Montego and Maestro are selling 
well abroad—but only by previous sorry 
standards, and not nearly well enough to 
keep the lines in full production. Rover 
has been bussing men from them to 
assemble the Rover 800 saloon, launched 
in July. Not that this latest of several 
Rover-Honda joint ventures is a sell-out 
success: it looks high-priced against its 
competitors. Output is so far running at 
600 a week, compared with single-shift 
capacity of 750. 

Rover is now a poor third behind Ford 
and General Motors in the British fleet 
market, It could be pushed to fourth 


. place by Nissan, now planning to: expand 


its new plant in north-east England to a 
rumoured 200,000 cars a year, mainly for 
the fleet market. 

In the 1960s, when British Motor Cor- 












Roving back into the red 
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poration—itself a merger of Austin and 


Morris—was merged with Leyland, the 
new group was pitching for 50% of the 
domestic car market. Since then, its mar- 
ket share has rolled downhill year after 
year. For 1986, Rover’s internal profits 
forecasts had assumed.a market share of 
18-20%. The company says its present 
market share is 16.2%. In August, the 
biggest month of the year, as the new 
registrations come into force, the figure 
was just under 15.5%. 

This year’s poor sales were blamed first 
on the uncertainty induced by the talks 
with Ford, then on heavy discounting by 
rival carmakers. But Rover has now run 
out of excuses. In fact, it is building cars 
that too few buyers want at the price it has 
to ask for them. Even Mr Graham Day, 
the newly-appointed head of the Rover 
Group, seems to accept that the 18-20% 
market-share cannot be reached. 

So? This is where patriots must starty 
fingering their wallets. Rover has onl 
two options. To remain wholly British 
or meet even part of its 26,000 workers’ 
£10-a-week pay claim—it will need to go 
to the government for still more cash. It is 
in dire straits, with total debt at the end of 
1985 at over £1 billion, against sharehold- 
ers’ funds of £586m. Before the govern- 
ment would be willing. to’ shovel. in still 
more, the company will need'to do some- 
thing about its Longbridge and Cowley, 
plants. Although they are among Eu- 
rope’s most productive plants, they are 
still—by Japanese standards and for all 
Sir Michael Edwardes's efforts—suffering 
from oveimanning and archaic working 
practices. 

Rover’s second option lies well to the 
east of Westminster. It already has close 
links with Honda, which with a little arm- 
twisting, big subsidies and a capital recon- 
struction (Whitehallese for wiping out 
debt) could be persuaded to take ang 
initially small equity stake in the compa- 
ny, leading eventually to a full takeover: 
That is what Ford is doing in Italy with 
Alfa Romeo, which is in worse shape than 
Rover, and Volkswagen has done in 
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More people are being ac 


No place like home 


as homeless by local authorities than ever 






before. Only radical housing reform will stop the numbers from rising 


The most recent figures, for England in 
the first quarter of 1986, show 25,230 
households officially accepted as home- 
less, an increase of a third on the first 
quarter of 1983. Local authorities are 
required by law to accept some kinds of 
households: mainly people with young 
children, who accounted for 59% of 
acceptances in the first three months of 
this year; pregnant women (12%), the 
elderly (7%) or handicapped (4%). 

For some local authorities, even this 
limited obligation has become a night- 
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mare. In the inner London borough of 
Camden, just over 1,800 households 
were accepted as homeless in 1985-86, 
compared with just over 800 in 1981-82. 
But the money the borough is allowed to 
borrow for housing has fallen to less than 
a third of its 1978-79 level in real terms. 
Of 3,000 new tenancies in 1981-82, 25% 
went to homeless households. In 1985- 
86, of 1,900 new tenancies, 58% went to 
homeless households. The proportion 
would be higher still if more of Camden's 
houses were suitable for the families who 
comprise most of its homeless. 

Camden treats the homeless more 
generously than the average authority. 
For instance, it refuses to take children 
into institutional care even if their par- 
ents have voluntarily left their home. 
But a handful of authorities account for a 
disporportionate number of homeless. 
Department of the Environment figures 
show that one in five acceptances is in 
one of 11 authorities, six of them in 
London. As the DOE does not have 
returns from Camden, Lambeth or Tow- 
er Hamlets, the true concentration must 
be much greater. 

The most miserable of the homeless 
are the 15,400 households who, at the 
end of March this year, were in tempo- 
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rary accommodation. One-third of them 
are in bed-and-breakfast hotels, often 
overcrowded, without adequate cooking 
or laundry facilities. Although the num- 
bers are rising rapidly (see chart) they 
are not large—4,940 households on DOE 
reckoning, 3,240 of them in London: 
4,382 in London alone, according to 
Shelter, which has better returns from 
inner London boroughs than the DOE. 

Bed-and-breakfast hotels tend to cost 
more than other kinds of accommoda- 
tion—typically, £13-14 per person per 
night in inner London. For households 
whose adult members are out of work, as 
most of the homeless are, the bill is 
covered by the Department of Health 
and Social Security’s board-and-lodging 
allowance. That has a top limit. If the bill 
is bigger, the local authority pays the 
difference. London boroughs, says Shel- 
ter, spent over £26m on bed-and-break- 
fast accommodation in 1985-86, com- 
pared with £13m the year before. Local 
authorities, particularly in inner Lon- 
don, complain that they cannot find 
enough housing for homeless people 
within the limits set by the DHss. The 
DHSS argues that some of the authorities’ 
problems arise from having to find ac- 
commodation in a hurry, in a relatively 
circumscribed market: homeless families 
are not easy clients for an hotelier to 
accommodate. More curiously, official- 
dom claims that if cheaper kinds of 
housing were made available for home- 
less families now in bed-and-breakfasts, 
other households might simply move 
into the cheap hotels in their place—thus 
increasing the total public-sector bill. 

Homelessness is a matter of definition. 
Single people and childless couples do 
not count, unless they are old or handi- 
capped. Many more people live in sub- 
standard homes. They include some of 
the 100,000 or so people who, at the last 
count, drew board-and-lodgings allow- 
ance from the DHSS. Most of them are 
single, roughly half are under 26, and 
over a third live in hotels or boarding 
houses, of widely varying quality. 

The government believes, reasonably 
enough, that the unemployed should not 
be able to afford better housing than 
people in work. But because the DHSS 
board-and-lodgings allowance is not paid 
to people in work, the homeless who live 
in city centres can often afford accom- 
modation only if they have no earnings. 
Moreover, because housing benefit, 
which meets the rent for the unemployed 
in other kinds of accommodation, is 
often less generous than board-and-lodg- 
ings allowance, many unemployed peo- 
ple have little choice but to live in board- 
and-lodgings, which have been the one 
growth area in rented housing. 


BRITAIN 


Why has homelessness got worse? 
Some of the reasons are demographic. 
The baby-boom generation is now set- 
ting up home. Its members have bid up 
prices of owner-occupied housing. Those 
who cannot afford a home of their own 
have faced a shrunken rental market: 
900,000 fewer homes are for rent in 
Britain today than in 1980. Typically, 
young couples move in with mum and 
put their name on the council-house 
waiting list. A baby arrives before a 
council house comes up, mum gets fed 
up and the family has to leave. More 
marriages break up, too. And about one 
in ten homeless households has been 
evicted because of mortgage arrears. 
The decline of the market in rented 
housing also means that the fastest way 








She was redefined 


to get a home may be to become home- 
less. A growing number of households 
arrange to be threatened with eviction in 
order to jump a queue which has virtual- 
ly stopped moving. 

Homelessness worries the govern- 
ment. Before he was reshuffled on to the 
back benches, the junior environment 
minister, Sir George Young, promised 
local authorities more money to reno- 
vate hard-to-let estates. He hoped even- 
tually to extend a scheme in Brent and 
Bromley to buy out council tenants who 
want to move into private housing. 

The government does not like paying 
directly for bricks and mortar, but 
spends millions on subsidies to individ- 
uals. If people could spend those subsi- 
dies on whatever housing they wanted, 
their market power would produce bet- 
ter homes at no extra public cost. A 
relaxation of rent controls and a uniform 
housing allowance for people in and out 
of work would be the essential first steps. 
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Unaudited Results 2 
oya Half year ended 30 June Year 
1986 0 1085; = -1985 
estimated estimated actual 
£m fm fm 
Profit before tax from: ; 
Long-term business ve 63-9 568 137-7" 
General insurance business i (14-6) (24:7) (53-4) 
Shareholders’ other income 15-4 243 


Total profit before tax ` Tapa 64-7 451 108-6 
Be y (191) (144) 3154 
Minority inte rests. (06) (0:5) (t0) 


45:0 302000 Tego 
362, 783 


` Earnings per share en 141p g6 241p 
Dividend per share pe aes 100p 86p 248p 


meee iea E a 
*includes a largely non-recurrent amount of £13-3m arising from- conversion of terane bonuses to 
reversionary form. bbe: 


Estimated profit before tax for the first half of 1986 rose by £196m to £64-7m and the after tax profit 
attributable to shareholders increased to £45-0m (£30-2m in 1985). improved results were achieved in. 
both long-term and general insurance business. In general insurance there was a reduction in the trading 
loss at Mercantile and-General and a return to profit in Canada, but in the United Kingdom marked 
worsening experience in the motor account offset improvements in other accounts. 


Dividend 

The directors have declared an increased interim dividend of 100p per-share (86p in 1985, adjusted 
for the rights issue made earlier this year), The dividend will be paid on 13 November 1986 to schol 
on the ae at close of business on 16 October. 















Profit attributable to shareholders me 
Dividends . 






















Long-Term Business 


Half year ended 30 June 

A986° 1985 

fim fm 
Premium income norih 10380» 849-4 





Shareholders’ profit before tax, 639. 56-8 





Total shareholders profit before tax from lor terin business was £7.1m higher at £639m. A increase 

was mainly attributable to United Ki ingdom dividual business and to Mercantile and General, but there 

was also.an improvement from United Kingdom | group pensions business.. Helped by a special 

Canadian feassurance To at Mercantile and General worlwide revenue premiums rose by 
22% to fl 038m. cae 





















“ORPORA? 
sults 1986 


General Insurance Business 






Half year'ended 30 June 

Premiums Underwriting investment Tracing profit/(loss) 

written result income before tax 

1986 1985 1986 1985 1986 1985 1986 1985 

£m fm {m fm £m £m £m £m 

UK Division: 183:5 1643 (24:9) (236) 128 116 (12-1) (12-0) 
Overseas Division: 

Canada 475. 435 (14)... (68) 33 33 19 (2:5) 

SECO , 335 304 (73) 65) 63 49 (10 (t6) 

j Other Countries 96 92 (t4 07 06 07 (08) 00 


London Market Overseas 102 150 (25) (24) 23 18 (023 (06) 
Marine & Aviation 172 141 (7) 43) 15 12 03 ON) 





Total Overseas 1180 1122 (14:3) (167) 140 119 (03) (48) 
Mercantile and General * 
Reinsurance 1170 1177 (19-1) (22:0) 169 141 (2:2) (79) 
Total 4185 3942 (58:3) (623) 437 376 (146) (24-7) 





‘The total trading loss before tax was reduced by £10-1m to £14-6m. 

In the United Kingdom, the trading loss was hardly changed at £12°1m. For home service domestic 

_ property business the trading loss fell from £6-4m to £4:6m, helped by the introduction of 
compulsory excesses, in line with the experience of many other insurers the private motor claims 
frequency continued to rise, being 10% higher than in the first half of 1985; as a result the trading 
loss for home service motor business deteriorated from £0:3m to £4-0m. The trading loss.on 
personal lines business sold through brokers improved by £2-1m to £1-7m, but the results of the 
commercial accounts worsened by £0-3m to £1-8m, 

< Overseas, premium income increased by 6% in local currencies. The trading loss fell from £4°8m to 

< £0-3m, Of this £4-5m improvement, £4-4m arose in Canada where there was a profit of £19m due 

increased rates and more selective underwriting. In the EEC a trading profit in Belgium was offset 

y poor results from a number of smaller operations. 

-At Mercantile and General there was little change in premium income, reflecting our determination to 

“continue a highly selective approach to underwriting. The trading loss improved from £7-9m to £2:2m 

and, in a hardening reinsurance market; the results emerging from recent business are encouraging. 





















: Notes 
oF Results for the first half year are estimated 
2 The half year results should not be taken as a guide to the likely results for the year as a whole 
_ 3 For the half year to 30 June. 1986 overseas currencies have been translated at the rates of 
exchange at that date. For the half year to 30 June 1985 and for the year 1985 overseas 
currencies have been translated at the rates at 31 December 1985. 
_ 4 For the half year to 30 June 1985 and for the year 1985, the earnings per share and dividend per 
"share have been adjusted for the rights issue made earlier this year. 
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the Heath government, which tidied the _ 






| Whoops, minist 
| On September 12th, on the Thames 
© towpath near Reading, somebody found 
“a pile of secret: Ministry of Defence 


papers discussing cuts in spending on the 
“navy. Like any good citizen, he immedi- 


ately posted them to the Mail on Sunday 
newspaper. Now: another memo has 
been. found under a seat in a Covent 
Garden wine bar. The Economist can 
exclusively reveal its contents. 
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THE TOWPATH PAPERS 


You asked for a report on how we are handling the towpath fiasco. 
Our first response has been to emphasise to the press that the 
papers are not “official policy documents", but "notes" prepared 
by one official for his successor. This line seems to have been 
accepted by all our regulars at the serious papers, and will do 
for now. We may be in trouble if anybody asks us to define what 
we mean by an official policy document, and why a departmental 
memo does not qualify. My office is preparing a line-to~take 
should this come up. 


















The other presentational awkwardness is that what the memo says ~ 
namely that big cuts in spending on the services are under 
consideration - is obviously true. Here we are stressing that 
the specific cuts mentioned in the documents have not been 
decided upon, but are merely options that were, at one stage, 
under consideration. This too has gone down well. So far we 
have not been pressed to say which of the options are still under 
consideration, nor to discuss the many others which were not. 
listed in the memo. 













However, we have to face the fact that straight-faced disavowals 
of deep cuts to come no longer have much credibility. As The 
Economist and other journals have insisted ad nauseam, almost all 
of the naval cuts decided upon by Sir John Nott before the 
Palklands war were subsequently cancelled. ‘Unfortunately, we had 
by then persuaded the press that those and other cuts are, sooner 
or later, essential just to keep spending in check. The towpath 
memo is just one of a series of authorised and unauthorised 
disclosures which reinforces the point. 
















The outlook is not good. Some journalists are beginning to ask 
awkward questions about specific cuts. In this atmosphere, the 
services will be tempted to leak information, selectively, to 
strengthen their own bids. We must expect a spate of horror 
stories. In the meantime, is it really too much to ask that our 
officials do not leave secret papers lying about? 
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Spain with Seat, where it now has 51%. 
And Ford could still renew its interest. 

Whatever happens, the Rover Group, 
“which has cut its workforce from 126,000 
in 1981 to 70,000 today, will need to take 


Labour and local councils 


Take your pick — 





sat least another 10,000 off the payroll 
over the next five years. It would make a 
vrude test case. for the Labour party’s 
~ $tate-jobs-at-any-price brigade. Deep in 
his heart, Mr Neil Kinnock must be 
“praying that Mrs Thatcher gets rid. of it 
first. 
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England and Wales face a huge restruc- 
turing of local government if Labour wins 
power. It could mean an unexpected 
rebirth: of diversity and local choice, al 
though it could mean several other things 
instead, ee 
: The present structure dates only from: 













-authorities—as now, but directly. elect- 


h-mash into a two-tier sys- > 
ire counties on top.of weak 
metropolitan counties on 
top of strong districts; the Greater. Lon-.. 
don: Council. (GLC) and Inner London 
Education Authority (ILEA). uneasily 
matched with the.London. boroughs. The 
Thatcher government this:year abolished 
the met.counties and GEC, transferring 
most of their powers to the districts. 
Labour will do likewise in the shires, but 
will also create regional. councils (includ- 
ing, as a special case, the GLC) with 
various strategic functions. 

Thus far, Labour’s plans are agreed, 
and well known. Not so the all-important 
details. ‘ 

The central debate is over the size of 
the districts and the powers of the new 
regional councils, It is generally accepted 
in the party that the present shire counties - 









remote to run local ones; and that: th 
district/shire division leads to the divisio 
of functions that logically fit together-— 
for instance, housing (district) is separate 
from social services (shire), But could the 
smaller districts—of only 75,000 people, 
say—-cope with their wide new 
responsibilities? 

Some, like the Norwich leader, Mrs Pat 
Hollis, argue that they will have to: the 
units of local government must be based 
on people’s “sense of place”. If the resul- 
tant district is sometimes too small, then 
districts would co-operate ad hoc to pro- 
vide certain services. That happens al- 
ready, especially now in metropolitan 
areas where the upper tier has been 
abolished. It does, say the. sceptics, but 
muddled and ill-willed it often is. 

How much, then, would be-Jeft for the 
new regions? The regions, say their sup- 
porters, could handle economic develop- 
ment, strategic planning, transport and 
roads, waste disposal, police, fire, rede- 
mocratised water and health services. 
They might also run what are now White- 
hall’s regional services (the industry. de- 
partment’s, for instance) and:even redis- 
tribute central resources among their 
districts. To that, centralisers object that 
if the regions are given too much: power, 
Tory ones might thus defy both a Labour 
government above them and Labour dis- 
tricts below. Localists fear that. regions 
might just:-be Whitehall’s stooges. They 
claim that, if districts collaborated with 
each other, they could handle even seem- 
ingly regional jobs like. police, fire or 
specialist parts of other services. Indeed, 
many a metropolitan district could run its 
own police force, asthe law permits (and 
Salford wants) even now. 

Water and health raise special prob- 
lems. Should they. be run by. one-purpose 


„are too small to run strategic services, ng 








ed—or by the regional councils? Today’s 
water authorities are, sensibly, defined by 
water-basin boundaries, not political 
ones. The health unions want a large say 
in their own industry. How should these 
peculiarities be allowed for? 

There is little agreement on this maze 
of ideas, let alone on the issues of finance 
and its control that would have to be 
settled with them. One way out—also not 
agreed—would be the most novel idea of 
all: regional variety, of both system and 
timing, rather than nationwide change. 

The first, and undisputed, change—for 
reasons of Labour innenpolitik more than 
local government—would be the resur- 
rection of the GLC. Even there, the extent 
of its future functions is undecided: not 
even left-Labour London boroughs are 
keen to hand their newly enlarged powers 
back to County Hall—though none has 
yet dared to question the continued exis- 
tence of ILEA, which would make them 

e only districts in England without the 
power to run their own schools. 

General reform would come years lat- 
er, and could itself go in stages. Northern 
England, for instance, might choose— 
just how is not clear—early regional pow- 
er. For a time, in some areas, county 
councils might survive but lose powers 
like education and social services to city 
district councils like Bristol or Derby 
eager to handle such services for them- 
selves; elsewhere the current system 
might even last for a time unchanged. 

A consultation paper is supposed to 
emerge from the party executive in No- 
vember. If so, it will be tentative. These 
structural ideas, even if they were agreed 
among its local politicians, have yet to be 
co-ordinated with national policies. And 
Labour has more immediate concerns in 
local government: planning the pro- 
grammes, and money, to get council 
spending and job-creation under way on 
the morrow of an election. 


Public-sector pay 
Winter worry 


Electors, including 66% of the sample 
polled last month by MORI, think the 
government's main job is still to get 
unemployment down. The chancellor of 
the exchequer, Mr Nigel Lawson, says 
that cannot happen until real wages stop 
rising so fast. He has briskly instructed 
the Confederation of British Industry to 
pass on the message to its businessmen; 
and he would dearly love to be able to 
practise in the public sector what he 
preaches to the private. But he has 
problems. 

Mr Lawson has rejected the idea of 
Stating a figure, a percentage wage rise 
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We're in the money 


with which he would be happy. Had he 
done so, the unions would have used that 
figure as a first offer. Instead, the chan- 
cellor and the paymaster-general, Mr 
Kenneth Clarke, have been going round 
the industrial correspondents and radio 
studios, decrying the “ridiculous British 
principle of the going rate”. They extol 
the virtues of profit-related pay. They 
point out that prices rose by only 2.4% in 
the year to August (the lowest inflation 
since 1967); after lower taxes are taken 
into account, the figure falls to a barely- 
noticeable 0.6%. On the union side, 
nobody wants to know, 





Last week, the non-manual employees 
of local councils accepted a 6% pay deal 
after voting not to strike for more. This 
week, the councils’ negotiators (the ma- 
jority from Labour or Alliance councils) 
resumed their adjourned talks with the 
representatives of 900,000 manual work- 
ers, who are the biggest single bargaining 
group in the economy. The employers 
offered them a flat-rate increase of £6 per 
week, which will add an extra 6.7% to the 
total pay bill. 

The government is furious. Its environ- 
ment secretary, Mr Nicholas Ridley, had 
hauled in the councillors on September 


Traditional in Tulsa 


The Bishop of London, Graham Leon- 
ard, has long upset some of his fellow- 
Anglicans by his stern opposition to the 
ordination of women as priests. Now he 
has upset them still more by agreeing to 
“adopt” a parish which has been dispos- 
sessed by the Church of England's sister- 
church in America, the Episcopal 
Church in the United States 

For some time now the parish, St. 
Michael's in Tulsa, Oklahoma, and its 
parish priest, Father John Pasco, have 
been at odds with their church leadership 
over a range of matters, including the 
ordination of women. They are no long- 
er in the Episcopal Church’s recognised 
communion; indeed they are engaged in 
a lawsuit with the Bishop of Oklahoma 
over the rightful ownership of the parish 
church and other parish property. But 
neither Father Pasco nor his parishioners 
have joined any of the breakaway 
churches which were formed after the 
Episcopal Church began ordaining wom- 
en to the priesthood in the 1970s. 

When Father Pasco turned to the 
Bishop of London for help, the bishop 
agreed to take the flock at St Michael’s 
under his wing, temporarily, in his per- 
sonal capacity as a bishop. In his official 


letter to the parish, he emphasised that 
he was doing so because Father Pasco 
and his people wanted to remain within 
the Anglican communion, and needed a 
bishop to do so. But this was not how his 
intervention was seen by the church 
authorities in America. The church's 
president, Bishop Edmond Lee Brown- 
ing, complained to the Archbishop of 
Canterbury during the latter’s visit to the 
United States last month. Last week, the 
Archbishop summoned the Bishop of 
London for a quiet talk. No statement 
was issued, But both sides will have to 
say something soon: the Bishop of Lon- 
don’s suffragan bishop, John Klyberg, is 
due to carry out confirmations in St 
Michael's in October. 

Why all the fuss? Mainly because 
British supporters of women’s ordina- 
tion suspect that their opponents may be 
planning to set up a parallel Anglican 
communion, taking in traditionalist par- 
ishes or even dioceses wherever they 
may be. The Bishop of London has 
persistently denied any such intention, 
but by taking on, however temporarily, 
the parishioners of St Michael's, Tulsa, 
has appeared to set a precedent for just 
such a move at home. 
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10th to persuade them to hold out for 
less. After the offer was announced—and 
the manual workers might yet reject it— 
Mr Ridley replied tartly that the govern- 
ment, which picks up 46% of the local 
councils’ bills, would offer no more than 
the 3.75% increase in rate support grant 
which it had fixed in July. The councils 
would have to find the rest of the money 
by cutting other services (thus presum- 
ably cutting their own employment) or 
raising the rates (reducing purchasing 
power and increasing local unemploy- 
ment that way). 

The manual workers and their employ- 
ers alike argue that the settlement was 
specially brought forward to mark the end 
of the 1986 bargaining season, rather than 
the start of the 1987 round. Some of the 
other 1986 deals were above 7%. The 
government, say the councils, has shot 
itself in the foot: by drawing attention to 
the deal, it has encouraged others to 
demand the same or more for 1987. 

That has already begun to happen. 
First to pitch in was the Civil and Public 
Services Association (CPSA), which repre- 
sents 147,000 lower civil servants. Its 
research department has just produced 
figures arguing for a flat-rate rise of £20 
per week that would increase its mem- 
bers’ average wages by 18%. But its 
deputy general secretary, Mr John Ellis, 
will probably ask for “only” 12%. The 


CPSA’s pay claim is meant to be settled in 


December or January. 

Two private-sector carmakers awarded 
their workers pay rises last year to take 
effect this year: Ford, whose 6% increase 
will take effect in November, and Vaux- 
hall, whose workers will get another 5.5% 
in September. Government-owned 
Rover, despite its losses, will be told by 
its unions that it should follow suit. 

Apart from the teachers, who may yet 
revive last winter’s dispute, two other 
public-sector groups to watch are the 
firemen and the miners. The firemen 
received 7.2% last year; their settlement 
is due in November, and they will certain- 
ly turn up their noses at the 2.4% which 
would cover them for inflation. Sir Rob- 
ert Haslam, British Coal’s new chairman, 
has strained relations with both the tradi- 
tional and breakaway miners’ unions, but 
low oil prices have forced some coal 
prices down. Although the south Wales 
Overtime ban continues, few miners are 
likely to vote for any strike. 

Supposed vital ingredient: the next 
general election. The chancellor wants a 
winter of good intent to offer the prime 
minister the chance of a glorious summer 
at the polls. Union bosses think the 
government is therefore at its most vul- 
nerable since 1979. The chancellor hopes 
that anti-strike ballots by union members 
will show that it is not. 
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Riot in sunbelt city 


Bristol is Britain’s fastest-growing big 
city, happily positioned halfway down 
the M4 motorway along which so many 
new high-tech firms have sprung up. The 
city has been successful at replacing its 
heavy dependence on large-scale manu- 
facturing with growth industries, But not 
all Bristol's districts have benefited from 
its lucky location—least of all St Paul’s 
where black youths fought the police on 
September 11th. 

Ever since John Cabot set sail from 
Bristol docks to lay the first British 
claims to North America, the city has 
been a pioneer of new enterprises. It was 
the cradle of Britain’s aerospace indus- 
try, but nippily shifted first into compo- 
nents and then to R&D and process inno- 
vation as the market changed. Its success 
in attracting electronics innovators like 
Hewlett-Packard and Inmos has encour- 
aged buoyant comparisons with Califor- 
nia’s silicon valley. The first clearing 
bank to plan to move its head office out 
of London—Lloyds—has plumped for 
Bristol as England's second financial 
centre, 

Bristol's good road and rail links with 
the rest of the country (see map) have 
been one of its best selling points. Most 
new development has taken place to the 
north of the city, near the motorway. 
Much of the traditional workforce lives 
on large council estates near the derelict 
cardboard, jam and bus factories in 
south Bristol. It is almost impossible for 
a lorry coming from London to reach 
south Bristol without going through the 
city centre, adding at least 40 minutes to 
a two-hour journey. Another bar to 
development there is lack of space. The 
old factories were built several storeys 
high, using relatively little land. The 
greenery which remains is used as anoth- 
er sales point, under the head of “attrac- 
tive surrounding countryside”. 

Meanwhile, age aby is running 
at 17% in south and inner Bristol com- 
pared with 11% in the whole conurba- 
tion and 12% throughout Britain. Small 
inner areas, where up to a third of the 





total workforce and 40% of men are 
without a job, include St Paul’s—the tiny 
district a brick’s throw from the city 
centre, where a 600-strong police raid on 
drug dealers triggered last week’s riot. 
St Paul’s erupted on a much bigger 
scale six years ago. Because of Bristol’s 
relative prosperity, its 1980 riots did not 
attract the kind of money poured into 
Toxteth (Liverpool) and Lambeth 
(south London) when violence broke out 
there soon after. Sporadic schemes, such 
as a new building with space and facili- 
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ties for small business, had little impact 
on unemployment. This year, however, 
St Paul's became one of the eight targets 
chosen by the Department of Employ- 
ment’s inner-city task force, which has 
£1m to offer businessmen who set up in 
the area. A flurry of applications has 
come, mainly from black individuals and 
businesses: most say they want to start 
community-based ventures such as child 
care, leisure schemes and building. 

The construction of the new Avon ring 
road, scheduled to start next year, 
should open up more accessible sites on 
the south side of Bristol. But the land- 
hungry industrial developments that can 
create most jobs will never come to the 
city’s densely populated inner districts. If 
they are to find jobs, the residents of 
Bristol’s poorer parts will have to be- 
come more flexible about how far they 
travel to work and what they do. Large 
firms running youth training schemes in 
areas accessible to St Paul's say that 
black youngsters are willing to take up 
clerical training places, but are more 
reluctant to go for skilled high-tech jobs. 
Community leaders reply that employers 
are reluctant to give jobs to people 
whose home is St Paul’s. 





















The London Stock Exchange is 
merging with the international 
Securities Regulatory Organisation, 
forming a single regulatory body for 
gilts, equities and options traded in 
Britain. 





The French budget cut income 
taxes but increased social security 
contributions. Revenue from 
privatisation should trim the public- 
sector deficit by about $2.2 billion. 


The chairman of America’s Federal 
Deposit Insurance Corporation 
warned that 150 American banks 
could fail next year, only slightly 

‘ down on a predicted 160 for 1986— 
ithe most since 1933. 






The Fao reckons that the aerial 
spraying offensive against a plague 
of grasshoppers will save 90% of the 
harvest in West Africa. 


America's justice department is. 





| $298m bid from Texas Air, whichis — 


also trying to buy Eastern Airlines. 


| The GATT trade talks in Uruguay got 


conducting a criminal investigation T l 


four Japanese makers of 
motorbikes—Honda, Kawasaki, 
Suzuki and Yamaha—under 
America’s antitrust laws. 


Viacom International, an American 
broadcasting group, received a 
buyout proposal from its 
management worth $2.7 billion. 


The management of cut-price 
People Express gave up the 





off to.a good start, with brighter 
prospects for agreement on 


_ agricultural trade. 


EEC imports, 1985, of: 
m iron & steel 


coal 
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The EEc's package of sanctions 
against South Africa included a ban 


_on the import.of gold coins, iron and ` 


steel as well as on new investment. 


| Plans to extend sanctions to imports 
‘of coal were scuppered by the , 


Germans. 


Japan has decided to impose 
sanctions on iron ore and steel 
imports trom South Africa—but not 
on coal, 


General Dynamics landed a $4.3 


~ billion contract from the American 


airforce to build airframes for 


Australia's Robert Holmes à Court 
agreed not to buy any more shares 
in'BHP, his perennial takeover target, 
in return for a seat on the board. 


Indonesia blamed lower oil prices. for 
a 31%. devaluation of its rupiah. 


Elders ix. is buying the Courage 
brewing business. from Hanson Trust 
for £1.4 billion. Elders says it will not 
renew its bid for Allied-Lyons. 


A “positive conclusion” was predicted 
by Italian officials in negotiations by 
Ford to buy a large minority stake in 
state-owned Alfa Romeo. 


Canada’s deeply-indebted Dome 
Petroleum said it will link its 
repayments to the price of oil. 


America’s Western Union is to 
move out of telecommunications and 
into financial services, with the aid. of 


< $250m from Pacific Asset Holdings. 


Britain’s nationalised car 
manufacturer, Rover Group, has 
predicted a trading loss this year of 
£80m-90m. 


Nippon Credit Bank sent a senior 
executive to run Kurushima 
Dockyard, a large and troubled 
Japanese shipbuilder. 


Economic and financial indicators 






































struggle and decided to endorse a 720 F-168. are.on pages 115-116. 
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Corporate scorecard 
Not % change % change 
j profit. on Sales on comp 
Company Period $m* period“ $m* period’ Comment 
Carrefour H. Jun 30 a3 +53 3,230 +14 France's hypermarketeer expects net profits to increase by 20% 
for the full year. 
Consolidated Y Jun 30 160+ ~3 1,610 ~7 Despite lower profits in its ‘property division, the mining and 
Gold Fields construction materials. group is still on the jook-out for takeovers. 
GenCorp N Aug 31 94 +34 2,180 +2 The American tyres and aerospace company is benefiting from 
its restructuring. 
Kirin Brewery H Jul 31 92 +12 3,780 +1 Japan's largest brewer was helped by the strong yen, reducing 
; its raw materials costs. 
Michelin H Jun 3o 128 +57 3,270 -9 The French group says cheaper il has boosted demand for tyres 
and cut the cost of petrochemicals used to make them. : 
TNT Y dun 30 74 +40 970 +25 The Australian freight group got a big boost from Britain, where it 
is handling newspapers for.compatriot Rupert Murdoch. 
United Biscuits H Jun 30 +34 4,410 +3 The British cookies+to-Pizzaland-restaurants group said it was 





hurt by a higher dollar. 








Woolworth Holdings H Aug 2 
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h-street retailer saw profits. at its DIY stores increase by 
ose atits Comet alectrical stores quadrupled 
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Kleinwort Benson has offices in Brussels, the 


The more effectively it can develop its offshore 
annel Islands, Geneva, Hong Kong, New York and 


If you’re working and earning abroad, you need 
nds and the more it can make of your money. 


nancial organisation that can guide you through the 


Simple. By investing with Kleinwort Benson. 
ps and shoals of offshore investment. 


You need one that has a wide international 


sence because the broader the international network, 
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better it can keep in touch with local financial markets 


economic trends. 
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Has IBM abandoned full 


employment? 


Computer makers IBM and Hewlett-Pack- 
ard were among the first big companies to 
stand out against the American trend to 
hire fast and fire fast. Over the years, 
they have espoused a philosophy of al- 
most Japanese-like corporate full em- 

loyment—the idea that it pays to prom- 
e- employees that there will be no 

y-offs or sackings except for dishonesty 
or gross incompetence. The poor demand 
for computers has forced both companies 
to come close to abandoning that philoso- 
phy. Will other practitioners follow? 

IBM, America’s leading exponent of full 
employment, has embarked on a 
voluntary retirement plan. This is 
intended to lop 12,000 off its Amer- 
ican workforce by the end of 1987, 
with the help of natural attrition 
and a freeze on hiring. It is also 
supposed to cut expenses and la- 
bour costs by as much as $600m a 
year, or 1.5% of the multinational’s 
total operating expenses. Mr John 
Akers, IBM’s chairman, is acutely 
aware of fears that his company’s 
need to cut costs might lead it to 
tamper with its no lay-off policy. 
He has sent a reassuring letter to 
he company’s 242,000 American 

orkers. The plan, he writes, will 
“help us preserve the tradition of 
full employment’. IBM can still 
boast: “We have not laid off any- 
body for more than 50 years.” Even 
so, the weak demand for computers 
will not go away easily. Global 
competition is mounting, and the 
advances of technology will inevitably be 
the cause of more labour restructuring. 

A danger remains that the company 
will have to engineer more cuts in labour 
costs and expenses. Net profits seem set 
to drop again this year, after a 4% fall last 
year to $6.55 billion on a 9% increase in 
sales to $50 billion. If this turns out to be 
the case, it will be the first time that IBM 
has experienced two such consecutive 
falls in half a century. 

Hewlett-Packard similarly announced, 
on September 4th, that 1,515 of its Amer- 
ican employees would leave the company 
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as part of a voluntary severance and early 
retirement programme. Up to now, Hew- 
lett-Packard has steadfastly refused to 
fire people. It has even declined lucrative 
contracts to avoid temporary increases in 
its workforce. But its net profits fell last 
year (the first big fall since 1970) by 
26.5% to $489m, despite an 8% increase 
in sales to $6.5 billion. 

In a letter to employees, Mr John 
Young, the president of Hewlett-Pack- 
ard, said that while employment security 
would continue to be “an important” 
company objective, “we are in a fast- 





we rebalanced? 


changing industry, and employment sta- 
bility can never mean a guarantee that 
you'll work at only one job or in one 
location.” Hope of maintaining full em- 
ployment now rests on what managers 
call “rebalancing’—ie, retraining and 
moving jobs and employees around. One 
Hewlett-Packard employee who used to 
supervise the company’s production of 
wafers is now running a mail room. 

As leading advocates of job security, 
1BM and Hewlett-Packard are being close- 
ly watched by their own employees and 
other companies for signs that they might 
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have to compromise their full employ- 
ment strategy. The strategy has brought 
the companies competitive advantages 
through greater loyalty, confidence in 
management, less resistance to technical 
change and lower staff turnover. 

In the past few years, several students 
of business have detected a growing trend 
towards job-security programmes. They 
include Mr Frederick Foulkes, a profes- 
sor and director of the Human Resources 
Policy Institute at Boston University, and 
Mr James Bolt, president of Human Re- 
sources Associates. Businesses, it seems, 
have become more convinced that over 
time job security brings higher productiv- 
ity and profits. 

Although Mr Foulkes found in a study 
that only 30 big American companies— 
Eli Lilly, Lincoln Electric and Bank of 
America among them—operated their 
businesses with no-lay-offs policies, he 
found that other companies were 
moving in the same general direc- 
tion. They included People Ex- 
press, General Foods, Data Gener- 
al and Control Data. 

Despite its problems, Bank of 
America says its full-employment 
policy is still intact, but admits it is 
now increasingly difficult to keep. 
It has axed 11,000 American jobs in 
the past five years through attri- 
tion, hiring controls and redeploy- 
ment, but it has dismissed only five 
people. In the last four years, job 
security has replaced wages and 
benefits as a main bargaining issue 
for several American trade unions, 
especially the United Autoworkers 
and the United Steelworkers. 

With stiffer competition and a 
slower economy in America, Mr 
Foulkes reports that the number of 
companies operating these policies 
has recently stopped growing. Data 
General and Advanced Micro Devices 
have gone so far as publicly to abandon 
their job-security programmes. Like IBM 
and Hewlett Packard, several other com- 
panies are turning to the softer option: 
early retirement and voluntary redundan- 
cy plans. Hewitt Associates, a New York 
firm of employment consultants, this 
summer looked at a sample of American 
companies with more than 50,000 em- 
ployees. It found that 59% were seeking 
to lose employees in this way. 

A linked change is the increasing num- 
ber of companies trying to create more 
73 
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flexible workforces. Some, such as R. J. 
Reynolds and Delta Air Lines, are man- 
aging to maintain full employment by 
classifying up to 25% of their workforce 
as temporary, part-time or seasonal em- 
ployees. Other companies are subcon- 
tracting more work to outsiders, or with- 
holding permanent status from new 
employees for two or three years. To the 
purist, that may sound like cheating. But, 
after 1BM’s latest retirement plan, are 
there any purists left? 


American airlines 


Lorenzo, almost 
magnificent 





WASHINGTON, DC 


The story so far: People Express buys 
Frontier, hits problems and considers 
selling everything to Texas Air; Texas 
pulls out and concentrates on convincing 
the trustbusters that it should be allowed 
to buy Eastern; so United bids for Fron- 
tier, but does not close the deal. The 
Department of Transportation lets 
Northwest buy Republic and TWA buy 
Ozark, but it stymies the Texas-Eastern 
deal. So Texas sells assets to Pan Am and 
has another go at convincing the authori- 
ties. Then Delta agrees to buy Western, 
and People (with Frontier in tow) falls 
into the arms of Texas once more. 
Confused? This is the tip of an iceberg. 
Analysts at Oppenheimer, a brokerage 
firm, reckon that 132 out of 229 carriers in 
business when America’s airline industry 
was deregulated in 1978 have since 
merged, gone into liquidation or ceased 
operating. Other carriers, unheard of a 
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decade ago, have become household 
names. None more so than People Ex- 
press, the pioneer of low-cost, low-fare 
travel whose independent existence has 
just ended—if there are no antitrust ob- 
jections to the bid which Texas Air has 
made for it. 

There may be objections. Texas, which 
owns Continental Air and New York Air, 
will be able to add to its already sizeable 
operations at the airports around New 
York. Among People’s most valuable 
assets is a terminal under construction at 
Newark airport that has more than 40 
gates. Texas has already run into trouble 
in New York, Its takeover of Eastern was 
blocked by the government last month 
because Eastern had so many gates at 


Route map 


Number of companies’ flying: 
between in 1978 in1986t 
New York/Newark- 

Los Angeles 3 5 
New York/Newark- 

Boston 2 
New York/Newark- 

Chicago 3 
Dallas-Houston 3 
Los Angeles-Honolulu 5 
Los Angeles (area air- 

ports)-San Francisco 

(area airports) 3 
Chicago-Denver 3 4 


Hose nae eames ht een eee 
share or more.tAssumes that all changes are 

mented. Thus counts all possible Texas Air carriers (eg. ned 
er both of which fly from the New Yorkareate Boston) 


Soros: Altline/Aircraft Projects. 


New York’s La Guardia airport that Pan 
Am, which wanted to start an east-coast 
shuttle to rival Eastern’s, would not be 
able to compete with the new group. The 
purchase of People Express which, like 





Eastern, flies from the New York area to 
both Washington and Boston, may cause 
trustbusters further worries. 

Mr Frank Lorenzo, the president of 
Texas Air, has emerged from the take- 
over carnage as the most muscular 
moulder of the next generation of 
American airlines, outstripping his erst- 
while protégé, Mr Donald Burr, who 
founded People Express. By going all 
out for full service but low costs, Texas 
Air stands to become the biggest Amer- 
ican domestic airline, with over 24% of 
the market. 

Mr Lorenzo has got so far by tolerating 
extraordinarily high leveraging—his com- 
pany’s debt is more than 12 times its 
equity—and by antagonising the airline 
industry unions, with which he has battled 
at Continental. Both People’s creditors, 
who will have to accept less interest or 
longer maturities than their paper from 
People entitled them to, and the unions, 
which will have to agree to waive clai 
against People and Frontier, may ye 
scupper his plans. 

Assuming they do not, Mr Lorenzo’s 
actions will once again raise the claim that 
airline deregulation has done no more 
than usher in a new oligarchy. That is true 
up to a point. But the new industry is 
different from the old, because the main 
carriers now tend to spread their opera- 
tions over the entire country. That means 
that many key markets have more carriers 
than before deregulation (see table). 

Statistics on market share indicate that 
the business remains competitive. In 
1977, when five carriers (United, Ameri- 
can, Delta, Eastern and TWA) had a 
domestic market share of 10% or more, 
the sixth carrier, Continental, had only 
just over 5%. If all the mergers currently 
proposed go through, four carriers (Texas 
Air’s various operations, United, Ameri- 
can and Delta) would all have over 15% „a 
but two more—Northwest-Republic and | 
TWA-Ozark—would have about 10% 
each. These two might each be tempted 
to buy a west-coast carrier to boost their 
market share further. That would give the 
traveller a choice of six carriers compet- 
ing nationwide. 


Elscint 


Scanner, scan 
thyself 





TEL AVIV 


Elscint, a maker of machines which take 
pictures inside human bodies, was once 
the apple of the Israeli government’s eye: 
a high-tech company successfully compet- 
ing in world markets at the same time as 
increasing its profits—from $900,000 to 
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Computer crooks run little risk of prose- 
cution. In most countries, the law has 
proved uncomfortably slow in dealing 
with the shadowy problems of computer- 
related crime. The authors of a new 
report from the OECD* say that this is 
partly because computer crimes come in 
so many forms: the report identifies five 
main ones, ranging from illegal 
copying of software to deliberate 
sabotage or misappropriation of 
hardware, software and data. 
Moreover, the extent of com- 
puter fraud is difficult to monitor, 
so it is generally low on legislative 
agendas. Companies are chary of 
advertising their. vulnerability— 
on one estimate only 20-25% of 
computer frauds are reported. A 
survey by the American Bar Asso- 
ciation of 283 large companies and 
agencies found that 48% of them 
admitted to having suffered from 
computer crime. Of these, 72 
quantified their losses, which 
ranged from $145 to $730m. But 
assessments of the damage. are 
anecdotal and vary widely. The authors 
of the OECD report abandoned any at- 
tempt to quantify or compare them. 
Countries take one of two legal ap- 
proaches to computer crime. Some seek 
to deal with such crimes within the 
existing framework of the law, They 
argue that electronic property can be 
treated like any other property; that 
stealing a company’s computer data is 
the same as stealing its cash. Such coun- 
tries. (which include Belgium, Iceland 






$13m in the five years to March 1984. In 
1984, it became the first Israeli company: 
listed on the New York Stock Exchange. 
Elscint has just reported the biggest 
nancial loss in Israeli corporate history. 
the seven months to October 1985, it 
lost $92m and the company thinks this 
rose to about $115m for the 12 months to 
March 1986 (on sales of only '$120m). To 
` retrieve its glamour, Elscint has cut its 
workforce around the world by one-third 
(to 2,000), shaken up its management and 
appointed a new boss, Mr Benjamin 
Paled, once head of the Israeli airforce. 
The company reached a new agree- 
ment with its creditors this month which, 
if approved by its shareholders, will leave 
it with a net worth of some $10m. Its 
bankers have written off $80m in debt in 
exchange for stock options; Elron Elec- 
tronics, which holds a 29% stake in Els- 
cint, has written off $10m and will invest 
another $20m in the company; and $50m 
of short-term loans have been converted 
into four-year loans. 
Elscint was set upin 1969 by-a group of 
science graduates. By 1984, it had won 















The law plods after computer crime — 


and Japan) have no existing or proposed 
legislation relating specifically to 
computers. 

Other countries have come up with 
limited revisions to their penal codes. 
Britain, for example, formally extended 
software to its list of goods protected by 
copyright last year, the same year it 





introduced its Data Protection Act. Most 
countries now -have laws against the 
unauthorised disclosure of personal 
data, but these are costly for companies 
to comply with and seldom offer the 


individual as 
envisaged. 
The OECD report cites several areas 
where existing law is not adequate to 
deal with the special problems posed by 
computers, because statutes—many dat- 
ing from the last century—do not take 


much protection as 


10% of the world market for medical 
diagnostic equipment in competition with 
giants like America’s General Electric 
and West Germany’s Siemens. It had 
ambitiously opened factories as far afield 
as Nazareth, Paris, Oxford, and Chicago. 
Then its problems began. 

They had little to do with Israel’s own 
economic mess. Only 3% of Elscint’s 
sales are in Israel. The company was 
trying to supply a wide range of products 
but found it was too small to compete on 
price with the heavyweights in such high- 
volume sectors as conventional x-rays. 
And Elscint expanded rapidly just as the 
growth in its market was beginning to 
slow——particularly in America, which ac- 
counts for two-thirds of its sales. Cuts in 
medical spending by the American feder- 
al government forced some hospitals to 
save on equipment. However, on July 
3ist, Elscint won approval from Ameri- 
ca’s Food and Drug Administration for 
the regular use in hospitals of its magnetic 
resonance imager—the latest body scan- 
ner, and the one whose market is growing 
fastest.” ; 





account of the fact that computer data 
(and programs) are intangible yet can be 
copied. That creates surprising prob- 
lems. For instance, as the law stands in 
most countries, to take copies of a com- 
pany’s data is not to deprive the compa- 
ny of anything. Even where it is illegal to 
copy data and computer programs, there 
are still tricky problems when the algo- 
rithm, which is the program’s guts, is 
imitated. Such algorithms have proved 
hard to patent. 

So murky is the law that it is not 
clear that making illegal electronic 
transfers of money counts as 
fraud. The law usually holds that 
somebody must be deceived, and 
a computer is still a legal nobody. 
It has even proved difficult to 
prosecute for pilfering from elec- 
tronic tellers. Ingenuity is often 
needed to obtain convictions—in 
Britain, the offence of misappro- 
priating electricity can help. 

In America, most states have 
now introduced laws which make 
tampering with or copying data 
punishable. This offers some rem- 
edy against rotters who interfere 
with the running of a machine and 
violate commercial or military confi- 
dences, The OECD report concludes that 
others should follow the lead set by 
American states and by Canada and 
West Germany. It advocates standar- 
dised international laws, among other 
things to discourage ‘“computer-crime 
havens”. Computer data crosses borders 
with ease; so does the scope for crime. 


annann 
*Comiputer-Related Crime: Analysis of Legal 
Policy. O6CD. FFr40. 

























ICI 


The Harvey-Jones 
effect 


In what may be his parting shot before he 
retires as chairman of ICI on April 1 1987, 
Sir John Harvey-Jones has announced 
that all the company’s bulk chemicals 
businesses will be brought together under 
one banner. No other chemicals company 
of its size—iclis the sixth biggest in the _ 
world—has restructured its businesses so. 
boldly. : 

Like many other big chemicals multina- 
tionals, ICI has two main objectives. The. 
first is to reduce its dependence on bulk 
products: while increasing sales of “efb 
fect” chemicals which include things like 
drugs, paints and specialty materials. Ef- 
fect chemicals.are faster growing than: ` 
bulk products and are low-volume, high- 
priced goods. ICl wants 70% of its turm 
over to come from them by the mid- 
1990s. Last year, “effect chemicals- 
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accounted for 45% of total sales. The 
second aim is to reduce the company’s 
dependence on its home market from 
some 25% of sales to around 5%. 

During Sir John’s chairmanship (he 
took over in 1982) the company has 
advanced toward these goals. Apart from 
shedding several once-valued businesses, 
like polyethylene, 1C1 has also merged its 
bulk pvc interests with those of Eni- 
Chem, an Italian firm. A number of 
acquisitions, mostly in America, have 
boosted ict’s production of effect chemi- 
cals, The latest was the $580m purchase in 
August of Glidden, the paints division of 
America’s SCM holdings. Despite all these 
efforts to reduce its dependence on less 
profitable bulk chemicals, ICt is still mak- 
ing as much of them as it did in 1977 
because of new plants that have come on- 
stream in the interim. 


French economy 


The pooling of bulk chemicals will 
reduce costs among the businesses 
through cutbacks in management. IC! will 
also have better control over the capital 
investment and operating costs of these 
businesses. Will it go any further? Al- 
though the bulk-chemicals businesses 
could be treated as a separate company, 
or even sold, ICI has always said it will 
remain in bulk chemicals. 

Other reasons may underlie the ration- 
alisation. During Sir John’s chairman- 
ship, ICI has been upset about its stock- 
market image. It believes its shares have 
been consistently undervalued in Britain 
as well as America, where investors own 
about 16% of the company. The pooling 
of bulk chemicals may be intended to 
persuade brokers to see ICI more as a hot 
drugs-and-fancy-chemicals stock than as a 
boring old bulk-chemicals blue chip. 





Tax cuts come last 


When France’s conservative prime minis- 
ter, Mr Jacques Chirac, took office last 
March, his ambitious programme to 
shake up France’s government-bound 
economy called for privatisation, deregu- 
lation and tax cuts. So far, he has scored 
two out of three. The sale of state-owned 
companies—starting with Saint-Gobain, 
the glass and engineering group—is to 
start this autumn. Virtually all of France's 
remaining price and exchange controls 
will be coming off by the end of this year. 
But subtantial tax cuts will have to wait 
for longer. 

The broadly neutral 1987 budget un- 
veiled by Mr Edouard Balladur, the fi- 
nance minister, on September 15th is no 
giveaway. Cuts in income tax rates prom- 
ised for next year favour the rich and the 
poor. The top marginal rate is being cut 
from 65% to 58%. The number of low- 
income households paying little or no 


Balladur's inheritance 


France’s: % 


inflation (increase in consumer _12 
prices on previous year*) 


inemploy 
% of labour force $ 
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income tax will rise. The corporation tax 
rate will fall from 50% to 45%, and state 
aid to failing industries (notably steel) is 
to be cut by some FFr10 billion ($1.5 
billion). In all, Mr Balladur is promising 
French taxpayers that next year they will 
pay FFr16 billion less than they would 
have done under the old schedule. But he 
will then take back a lot of this money by 
increases in social-insurance contribu- 
tions. Middle-income households are 
likely to end up paying more to the 
government next year than without the 
Balladur budget. Mr Balladur has, how- 
ever, promised FFr12 billion in personal 
income tax cuts for 1988, and further cuts 
in future years. 

Mr Balladur proudly announced that 
for the first time in almost 30 years, 
France’s central-government spending is 
to rise (by 1.8%) slightly less than prices. 
The big gainers are defence spending, 
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which goes up 6.9%, and expenditure on 
job training, up 8.1%. Some 19,000 gov- 
ernment jobs are being cut or left 
unfilled. 

Government revenue is set to rise by 
4% thanks to stronger-than-expected 
growth, rising corporate profits, and the 
government’s privatisation windfall of 





... has been postponed 


FFr30 billion. This is what Mr Balladur 
hopes to reap in 1987 from the sale of 
Saint-Gobain and other state-owned 
companies. (Second and third on this list 
are Paribas, the investment bank, and 
Assurances Générales de France, the sec- 
ond biggest French insurance company.) 
So the reduction of the deficit from 
FFr145 billion to FFr129 billion can hard- 
ly be trumpeted as a triumph of expendi- 
ture-cutting. 

There is enough good economic news 
to think that Mr Balladur might have 
produced a less cautious budget. The rate 
of increase in the government deficit has 
slowed down. In 1987, the deficit is ex- 
pected to be 2.5% of GDP. France's total 
public debt stands at a not-too-shocking 
30% of GDP. Corporate profits have been 
rising fast, and investment is picking up. 
In the second half of 1985, private capital 
investment excluding housing rose by a 
fast 12%, and in the first six months of 
this year by 6%. 

The government is anxious about re- 
igniting inflation and pushing interest 
rates back up. The current low rate of 
inflation (2%) may not last much longer. 
Industrial and service prices, which ac- 
count for two-thirds of the French price 
index, are rising at 4.5-5.5% a year, and 
price controls in the service sector are in 
the process of being removed. Real inter- 
est rates remain high, and Mr Balladur 
wants them to fall. But he has already cut 
France’s margin against West German 
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rates and is waiting for an apparently 
reluctant Bundesbank to make another 
move downwards (but see page 90). 

So Mr Balladur is hoping that fewer 
government rules will be more helpful 
than a quick dose of reflation. His biggest 
worry is the 10.25% unemployment rate. 
Projected economic growth of 2.5% in 
1986 and 2.8% next year is not likely to 
dent it much. And France is going to have 
to find jobs faster than it has done. From 
1986-1990, the French labour force is 
expected to grow by 0.8% a year. That is 
25% faster than in the five previous years 
and faster than in Britain and West 
Germany. 


Dentsu 


High and DRY on 
Madison Avenue 





TOKYO 


Advertising is no exception to the rule 
that they do things differently in Japan. 
Dentsu, one of the world’s biggest adver- 
tising agencies, is having to buy out 
America’s Young & Rubicam from their 
Madison Avenue joint venture, DRY New 
York, because of a problem that hardly 
rates a mention in Japan. In Europe and 
America it is accepted that an agency 
cannot handle accounts of competing 
products because of the potential conflict 
of interest. In Japan, the practice is 
commonplace. 

The biggest client of DRY New York, 
Canon usa, the American operation of 
the Japanese camera-to-copier company 





No more space at home 
Japan’s: 
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The wish of Mr Tisch 


The boardroom putsch that ousted Mr 
Thomas Wyman as chairman of CBS 
turned the limelight on Mr Laurence 
Tisch, 63-year-old chairman of the 
Loews tobacco-to-insurance conglomer- 
ate. Under the watchful eye of 85-year- 
old Mr William Paley—who returns as 
acting chairman of the company he 
helped to found—Mr Tisch has become 
acting chief executive with the unenvi- 
able task of reviving CBs. The network 
has lost many of its prime-time viewers 
and its programme costs are bloated. 
With television advertising revenues fall- 
ing everywhere, there will be no easy 
fixes. 

Mr Tisch clip-clopped on to the CBs 
stage in July 1985, when he took on the 
role of white knight defending the com- 
pany from hostile bids by Mr Ted 
Turner's Turner Communications and 
by Mr Ivan Boesky, a New York arbitra- 
geur. Loews now holds 24.9% of cBs’s 
stock. Together with Mr Paley, who 
holds 8.1% of cBs, Mr Tisch can block 
any hostile bid. As Mr Tisch’s cas hold- 
ing grew, so did his disdain for Mr 
Wyman, who was a smooth talker but 
not an effective leader under fire. Mr 
Tisch felt that CBs’s six-month earnings 
report issued in July, which based an 
increase in operating profits on the sale 
of a television station, was misleading 
and unrealistic. 

Mr Tisch has made most of his money 
as an astute investor rather than as an 
operating manager. He is worth $961m 
in Loews common shares alone. In the 
late 1960s, he acquired a tobacco compa- 
ny, Lorillard, which swiftly became a 
money machine. Then, in 1974, the un- 
friendly takeover of CNA Financial gave 
Loews an insurance giant with an invest- 
ment portfolio that Mr Tisch could trade 
assiduously. Most recently, he scored a 


that is a big Dentsu client around the 
world, was miffed when Young & Rubi- 
cam pitched for (and won) a big account 
for the camera division of Eastman Ko- 
dak. Canon USA provided between one- 
quarter and one-half of DRY New York's 
annual billings of $90m, so was too impor- 
tant to be upset. The terms of the deal 
have not been disclosed, but Young & 
Rubicam comes out of the split with DRY 
New York’s second biggest account—for 
Heublein, an American hard liquor and 
wine maker—and possibly some cash. As 
well as hanging on to Canon, the wholly- 
Dentsu-owned incarnation of DRY New 
York will keep the rest of its clients, 
mostly a slew of Japanese companies 
from the brewer Kirin to Japan Air Lines. 

Will this prove a setback for Dentsu’s 
overseas expansion? Its relations with 
Young & Rubicam remain cordial. 





He looks statesmanlike 


hit in the long-term government bond 
market. Loews also bought seven oil 
tankers at rock-bottom prices, and will 
soon offer the public a chance to own 
shares in a public tanker company. 

But Mr Tisch has been looking for 
more than money. He is already in- 
volved with many charities, including 
serving as chairman of New York Uni- 
Versity’s board of trustees. Now he wants 
to be an industrial statesman. 

Although he protests that he does not 
want to become permanent chief execu- 
tive of CBs, Mr Tisch may find the job 
hard to turn away from—particularly if it 
allows him to follow in Mr Paley’s foot- 
steps into the chairmanship. Mr Tisch 
may also be the best candidate. He is a 
tough financial negotiator, commands 
high respect on Wall Street, and has 
already won the affection of CBS's news 
division. 





Dentsu plans to push into Europe 
through joint ventures with the American 
agency. So far it has only dabbled in 
Europe. But Dentsu, like other leading 
Japanese agencies, needs to follow its 
clients abroad. It had 25% of the domes- 
tic market and total billings last year of 
$3.6 billion. But less than 3% of its 
business is outside Japan. 

Big advertising agencies everywhere 
want to become international companies. 
Japanese agencies have an added impetus 
to do so. Their domestic market is huge, 
with annual gross advertising expendi- 
tures exceeding Y3.5 trillion ($22 billion), 
according to estimates by Fuji Bank. But 
it is a mature market. The growth of 
advertising expenditure has tailed off 
since the mid-1970s (see chart). This year, 
with the high yen hurting clients that 
export consumer goods, Dentsu expects 
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Soft sell for hard liquor 


advertising expenditure to increase by 
barely 2%. With domestic competition 
intensifying, the agencies’ profits are be- 
ing squeezed. Going international is one 
way to ease it. 

Japanese agencies need foreign part- 
ners when they venture abroad because 
foreign markets are so different from 
their home market. Japanese advertising 
is relatively soft-sell compared with the 
harder’ edge of American or European 
advertisements. Admen in Tokyo say 
‘they are more interested in the long-term 
sales impact of their advertisements than 
the shorter-term sales horizon of their 
western counterparts, especially those on 
frantic Madison Avenue. 

Japanese agencies also want to expand 
-internationally their marketing and spon- 
‘sorship business, activities in which they 
are more deeply involved than European 
or American agencies. These now pro- 
vide a third of total sales for the biggest 
Japanese agencies. This week, Dentsu 
signed a $4m deal for the licensing, spon- 
sorship and marketing rights in Japan to 
the Seoul Olympics. 















Indonesia 


Spiced with 
devaluation 
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oil and commodity prices. 

Indonesia’s basic problem is plain 
enough: ‘the failure of OPEC to rig the 
world. market for. oil and gas, which 
together account for about 70% of its 
foreign-exchange earnings and 55% of 
government tax revenues. So far this 
year, Indonesia’s oil has sold at an aver- 
age of $14 a barrel, half the rate of last 
year. The, finance minister, Mr Radius 
Prawiro, predicts that in the current fi- 
nancial year to March 31st, petroleum 
export revenues will fall by $5.8 billion, 
or 47%. Add to that the plight of Indone- 
sia’s commodity exports—especially tin, 
palm oil and rubber—-and it is easy to see 
why the current-account deficit, $2 billion 
last year, could this year widen to $6 
billion, and why the foreign debt-service 
ratio is rising to over 30% of export 
earnings from 25% six months ago. 

The bravery comes in two ways: the 
devaluation reverses President Suharto’s 
emphatic refusal last January to change 
the rate; and it is large enough to hold out 
real hope of boosting exports, cutting 
imports and stemming the flight of capi- 
tal. The question is whether industry and 
commerce can take advantage of it. Since 
demand for oil and gas is stagnant despite 
lower prices, the boost has to be in other 
exports. Coffee exporters, who call the 
devaluation “a very realistic move”, are 
happy enough—especially as drought in 













One fall leads to another 


Indonesia's: 
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The 31% devaluation of the Indonesian 
rupiah against the American: dollar, an- 
nounced on: September 12th, means that 
Indonesia's. 163m people will suffer high- 
er costs of living in the run up te. next 
year’s parliamentary. election... The gov- 
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s fice block on the Paseo de la Castellana, 


Braz has ut t world supply. “Plywood, 
textiles, leather goods’ and nutmeg ex- 
ports also stand to do better—as ‘does 
tourism. Tin, palm oil-and rubber proba- 
bly don’t. Thailand and Malaysia are rival. 
exporters of these commodities into glut~ 
ted: markets. Despite adamant denials 
from Kuala Lumpur, the Indonesians fear 
that Malaysia. may be. forced to make a 
competitive devaluation of its ringgit. 
The Indonesian government could sab- 
otage its own best efforts by spending too 
much and on the wrong things. France’s 
President Mitterrand ‘began a` visit to 
Indonesia in the week after the devalua- 
tion. His aim is to get France a share of a 
$1 billion scheme to update Indonesia’s 
telephone system and to persuade Indo- 
nesia to buy Mirage 2000 jet fighters 
rather than the F-16s which. it appears to 
prefer. A better telephone system is 
needed, but the condition of the balance 
of payments demands some meea 








of military spending. ; 

The Indonesian government risks ma 
ing the devaluation less effective by put- 
ting a limit on its bravery. It has promised 
to hold prices down on state-controlled 
items like rice, sugar, transport, petrol 
and public utilities—the items of most 
concern to the 80% of Indonesians who 
live in the countryside. That may be 
socially and politically understandable. It 
is economically mistaken—part of a pro- 
tectionist mentality which breeds high 
costs and shoddy export goods that few 
foreigners want to buy. 


Property in Madrid 


Flying high with 
Heron 


MADAID 









The sale of the property bits of Rumas 
the Spanish company nationalised in Feb- 
ruary 1983, has set a new benchmark for 
Madrid’s property boom. The much pub- 
licised and hotly contested tender for 
Inmobiliarios Reunidas (IRSA), Rumasa’s 
property arm, was finally won by Heron 
International, a British property and fi- 
nancial-services group which beat nine 
other bidders with a cash offer of Ptas 


: 10.5 billion ($78.6m) on September 12th. 


Over 40% of this was for the Rumasa 
Towers, two eyesores in central Madrid's 
Plaza de Colon. The rest went on about 
200 other. Rumasa buildings, flats and 
offices scattered throughout Spain. Her- 
on's purchase has put a price tag of 
around Ptas 200,000 on a square metre of 
prime office space in Madrid. 

Compare that with the cost of building 
Madrid's tallest building—a 45-storey of- 
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Money and financial markets, 



























domestic and international mar- 
kets. They're all interconnected. 

Ecu bonds with currency 
and interest rate swaps, foreign 
exchange and interest rate op- 
tions - these complex products 
can outperform traditional ones. 

New York, London, Paris, 
Singapore, Hong Kong, Tokyo... 
Banque Indosuez specialists are 
in constant contact with each 
other and evolving market con- 
nections. 

Banque Indosuez, present in 


65 countries, opens up a whole 





“= world of opportunities. 
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Head office : 96 boulevard Haussmann, 75008 Paris 
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Mid-air refueling may be the most demanding 
mission a pilot—or a plane—can take on. When one 
plane has to refuel different types of aircraft at dif- 
ferent speeds, the demands multiply. 

Which may explain why there are so many C-130 
Hercules tankers in service around the world. 

The KC-130's four turboprops give it the power to 
carry a 56,000-pound fuel load on a typical mission, 
and all the speed it needs for in-flight jet refueling. 
At the same time, the proven handling characteristics 
of the Hercules aircraft make it steady and stable at 





the lower speeds and altitudes required in refueling 
helicopters. 

There's very little downtime with a KC-130. When 
there are no refueling missions scheduled, it can con- 
vert to a freighter in hours, and airlift 40,000 pounds 
of cargo to the undeveloped air strips other planes 
can't get into or out of. 

At least seven of the world’s air forces are flying 
the C-130 Hercules tanker today, and more have 
included it in their planning. They’ve learned that it 
delivers a lot more than fuel. It delivers confidence. 
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the main avenue that divides the city in 
two. In 1985, when Portland-Valderrivas, 
a subsidiary of a British cement maker, 
decided to build the skyscraper, it esti- 
mated the cost of construction at Ptas 10 
billion. The office tower, due for comple- 
tion in 1989, will provide 87,000 square 
metres of space—equivalent to 2.7% of 
the city’s present available office space. 
That works out at going on for Ptas 
120,000 per square metre, the average 
purchasing price for prime office space in 
Madrid at the beginning of last year. 

The cost of buying street-level property 
for commercial use is a lot steeper. A new 
shop being built on Calle de Serrano— 
Madrid’s equivalent of London’s Bond 
Street—for Loewe, Spain's luxury leather 
and perfume group, is reckoned to be 
worth Ptas Im a square metre. 

The cost of renting offices in Madrid 
has also been rising (see chart), though 

E Spanish capital is still a long way off 
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200 Cost of Madrid prime office 


Ptas space 
150 ‘000 pesetas per square metre 


Source: industry estimates 


the world’s most expensive cities. Ac- 
cording to Richard Ellis, a firm of survey- 
rs, it costs $262 (including services and 
É» to rent a square metre for a year in 
drid compared with $475 in the centre 
of Paris and $977 in the City of London. 
Madrid's property boom is attributed 

to four things: 
@ Spain's entry into the EEC at the begin- 
ning of this year, which has increased the 
demand for space from foreign firms. 
@ A sharp increase in the population of 
Madrid, which has risen by 35% (to 3.2m) 
over the past 13 years. Another lm peo- 
ple go to work in Madrid every day from 
outlying dormitory towns. The city 
houses one-third of Spain’s biggest com- 
panies, 200,000 bureaucrats, the local 
headquarters of all foreign banks, and the 
headquarters of most big Spanish banks 
and insurance companies. 

@ A recession in the construction indus- 
try and stricter laws to protect historic 
buildings, which have led to a shortage of 
housing and office space. Office space in 
the city is estimated at 3m square metres, 
i) ol I TEA 











Hidden services 


At the same time as America is pushing 
hard to include trade in services in any 
new round of negotiations on the Gener- 
al Agreement on Tariffs and Trade 
(GATT), a report suggests that the statis- 
tics on America’s trade in services are 
wildly inaccurate. The report, from the 
Office of Technology Assessment (OTA), 
which provides analytical support to 
Congress, has found that official figures 
understate the value of both the export 
and import of services. 

In 1984, for example, official figures 
revealed $43.8 billion of service exports 
and $41.5 billion of service imports. By 
contrast, the OTA, which used sources in 
trade associations and the business press 
as well as government figures, found that 
in that year exports of services were 
worth $69 billion-91 billion, and imports 
$57 billion-74 billion. Taking the OTA’s 
mid-point estimates, America’s trade 
surplus on services would have been 


of which only 2.5% is available for rent at 
any one time. 

@ Spanish investors are putting more 
money into property, partly because 
yields on financial assets have fallen. 


Pepsi in India 
Thirst things first 


NEW DELHI 


Nearly 1.5 billion bottles of soft drinks 
were bought in India last year, and not 
one_of them was Pepsi or Coke. Pepsi, 
with an eye on 780m Indian drinkers and 
the 12% annual growth in sales of soft 
drinks in India, is trying to negotiate its 
way in by dangling the promise of foreign- 
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WORLD BUSINESS 


WASHINGTON, DC 


some $14 billion. 

The OTA thinks the official figures are 
inaccurate partly because the govern- 
ment lumps services together into only 
40 sectors and collects some data by 
voluntary surveys. In contrast, the gov- 
ernment collects data on 10,000 catego- 
ries of goods. 

The report makes several recommen- 
dations for improving the statistics, with 
many of which the Bureau of Economic 
Analysis, which collects the official data, 
would doubtless agree. The bureau 
wanted to rework its survey of services 
last year, but was stopped from doing so 
by the Office of Management and Bud- 
get, anxious not to place another form- 
filling burden on business. The OTA 
wants the bureau to try again. Without 
se reforms, American policy-makers 
will not know what they are talking 
about if trade in services comes under 
the GATT umbrella. 





exchange earnings in front of the govern- 
ment. Though a growing trade deficit 
caused by import liberalisation has made 
the government hungry for dollars, it is 
dithering. It fears the anger of the local 
soft-drinks makers, and the ideological 
discomfort of an alliance with a tooth- 
rotting multinational. 

Coca-Cola dominated the Indian soft- 
drinks market until 1977, when hostile 
rules on foreign ownership drove it out. 
But the climate has changed since Mr 
Rajiv Gandhi came to power in 1984. His 
government has made encouraging noises 
to foreign companies which promise to 
bring India new technology and help it 
boost its exports. 

Pepsi has got together with Voltas, part 
of the giant Tata group, and Punjab 
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Agro, owned by the Punjab state govern- 
ment, and is offering to export Indian 
processed food if it is allowed to sell soft 
drinks. A joint venture would be 39.9% 
owned by Pepsi, 36.1% by Punjab Agro 
and 24% by Voltas. It would invest 210m 
rupees ($16.6m}—27% of it in soft 
drinks, the rest in factories in Punjab 
which would make pear, apple and toma- 
to concentrate for export, and bread and 
cakes for the local market. : 

Pepsi says it would have to spend 180m 
rupees-worth of foreign exchange in the 
first five years on imports of raw material 
and machinery, and on paying dividends. 
But over that period, it plans to export, 
through its marketing outlets in 149 coun- 
tries, 550m rupees-worth of agricultural 
products. To a country whose visible 
trade deficit nearly doubled in the last 
financial year, that is a small but juicy 
carrot. Pepsi has chosen the proposed site 
for its plant carefully, too: the govern- 
ment i: keen to find employment for Sikh 
youths in Punjab to keep their minds off 
terrorism. 

Parle and Pure Drinks, the two compa- 
nies which now have 80% of the market, 
are not impressed. They do not intend 
easily to give up the ground they won 
when Coco-Cola left, and are flexing their 
considerable political muscle. Pepsi's pro- 
ject is currently doing the rounds of the 
umpteen government departments which 
feel they have an interest, but its fate 
depends largely on whether Mr Gandhi 
feels politically strong enough to stand up 
to knee-jerk economic isolationists. 


British retailing 


Selling by design 


On September 15th, all 128 British Home 
Stores, part of Sir Terence Conran’s 
Storehouse empire, were transformed 
from drab emporiums which once sold 
food, clothes and lighting into bright new 
stores selling clothes and lighting, but not 
food. With a brand new logo, image and 
marketing strategy, BHS now hopes to 
attract a younger, more free-spending 
clientele. Redesign of the stores has cost 
Storehouse Group £8.5m ($12.6m), on 
top of the £50m a year BHS has itself been 
spending modernising its stores. It is the 
latest in a series of spectacular revamps 
on Britain's competitive high streets. Re- 
vamps may be fun, but they do not always 
make money. 

The new emphasis on design of stores 
in Britain springs from the huge success of 
“designer shops” like Habitat (Sir Ter- 
ence Conran’s first venture in furnish- 
ings) and Next (the cheap but chic cloth- 
ing outfit launched by Mr George 
Davies), as well as the turnaround of the 
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once-flagging men’s clothes chain, Bur- 
ton. Colour television is said to have 
made customers more aware of the envi- 
ronment in which they shop. 

A survey of Britain’s 54 top retailers 
conducted last year found that three- 
quarters had begun modernising their 
shops within the past two years, and that 
half of the remainder planned to do so in 
1986. Three-quarters consulted outside 
designers; one-third had their own in- 
house design team. Fashion retailers have 
been spending up to £70 a square foot on 
redesigning. 

A few weeks ago, Dixons, which sells 
electrical goods, opened a new 7,000- 
square-feet flagship shop on London's 
Oxford Street. Electrical goods are dis- 
played in a dramatic, eye-catching layout, 
which includes a 40-foot bank of televi- 
sion screens. Dixons has also modernised 
all 533 high-street stores it recently ac- 
quired from Currys. 

Marks and Spencer, Britain's leading 
retailer, is joining the design boom in a 
big way. It is to spend £500m over the 
next two years. By April 1988, 60% of its 





All dressed up—and nowhere to go? 


sales space will have been modernised 
with elevated walkways, shops-within- 
shops and other designer frippery. 

Some shops, like the design pioneers 
Burton and Next, reckon that stores 
should be redesigned once every five 
years. Burton, with the help of Fitch, 
Britain’s leading design company, is cur- 
rently launching Burton-3, its third re- 
vamp in the past eight years. 

According to Management Horizon, a 
retail management consultant, design can 
increase a store’s sales by over 20%. 
Marks and Spencer is already achieving 
this in some of its revamped stores. Some 
Burton shops have managed to triple 
sales. But the design formula is not fool- 
proof. Littlewoods is thinking again 


about its refurbishment programme after 
spending £40m and having little extra 
profit to show for all its trouble. Boots 
and the Co-operative Society have also 
failed to increase business despite mo- 
dernisation programmes. Although fash- 
ion sense and flair help make a shop look 
good, they may not help those retailers 
who concentrate on selling cheap, value- 
for-money goods—like Littlewoods and 
BHS? 


A Safeway to 
meet 


WASHINGTON, OC 


First, People magazine reported it; now 
the New York Times has discovered it; so 
it must be true. In supermarkets along 
the east coast of America, managers 
anxious to boost business have started 
“singles-nights”, with guest DJs, dancin 
in the aisles and makeshift bowling alleys 
(the pins, paper-towel packages; the pro- 
jectiles, cans of pork and beans). All, it 
seems, are out to ape the highly-profit- 
able Safeway in Georgetown, that mod- 
ish inner-city suburb of Washington, DC. 
Without any special gimmicks, Safeway, 
whose parking lot often has more Volvos 
than can be found in Sweden, has appar- 
ently become one of the hottest meeting 
places in town. (Your correspondent has 
to admit to having spent many unmolest- 
ed hours there.) 

The fashion is probably just another 
example of the new world mimicking the 
old. Flirting in supermarkets has long 
been a silly-season staple of Britain’s 
tabloid newspapers. A prominent packet 
of OMO in a trolley was once said to mean 
the “Old Man’s Out”. And west Lon- 
doners have known for some time which 
particular store on the Cromwell Road is 
a place where you can meet a lot more 
than the check-out girl. 
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BIG BANG BRIEF 


A atl lt ltt a 


1991 and all that 





How will the City look five years from now? Will my word still 
be my bond? Are dealer/market makers worth six-figure 
annual salaries? Which firms will survive Big Bang and how 
will they carve up the market? Which rising stars will fall? 
Here are the thoughts of some of the starters, all of whom 


hope still to be around in 1991 


Karl Van Horn 


“Sure as damn it, 50% of the 
Eurobond and gilts traders are 
going to be driving taxis in five 
years’ time, and the best business 
to be in will be a secondhand 
Porsche dealership.” Mr Karl 
Van Horn, who joined American 
Express in 1984 to set up its asset 
management division, is not im- 
pressed with much of the expen- 
sive and fringe-benefited talent 
being recruited by the new finan- 
cial conglomerates. Nor with the 
way some of the new firms have 
been thrown together. 

In the gilt and Eurobond mar- 
kets, he predicts the first shake- 
out of staff will come within the 
first year after Big Bang on Octo- 
ber 27th. He thinks that several 





of the under-capitalised firms will 
have to pull out because of fierce 
competition. A further four years 
on, the heat should have driven 
out many more. 

Within 12 months of BB-day, 
he forecasts that the top 20 mar- 
ket makers and broker-agents 
will have roughly a quarter of the 
market in equities and gilts. By 
the turn of the decade, Mr Van 
Horn reckons that they will have 
four-fifths, and that the Ameri- 
cans and the Japanese will have 
more than half of that. Too many 
City of London folk, he thinks, 
are underestimating the Japa- 
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nese. Industrial history has 
shown they are Johnny-come-la- 
telys, prepared to take on all- 
comers—and usually win. 

By 1991, the number of market 
makers will have shrunk by more 
than half. Some will have gone 
bust; others will have merged 
into larger firms, the survivors. 
There will, though, be room for a 
few specialist firms, which will 
make fat profits by providing one 
or two services well—eg, corpo- 
rate finance, block trading, look- 
ing after private clients. 

With the shake-out, he expects 
scandals galore. As some broker- 
dealers and market makers re- 
cognise their own mediocrity, 
and see that their dealing days 
are numbered and the writing is 
on the wall for their firms, they 
may rip off their companies to 
preserve their brandy-and-beluga 
lifestyles. Insider dealing will be 
rife. Some people with their jobs 
on the line will open bogus ac- 
counts, using their firms’ capital 
for dealing on their own account. 

Mr Van Horn joined American 
Express from Morgan Guaranty, 
where he ran the bank’s London- 
based international money man- 
agement division. Morgan’s pa- 
rental bureaucracy in New York, 
plus the lack of equity on offer, 
prompted his move. He irked the 
bank when he took four Morgan 
men with him. Some of his views 
will irritate both the City estab- 
lishment and foreign firms in the 
City. 

He sets little store by Britain's 
fund managers. He is more cir- 
cumspect about their shortcom- 
ings than about brokers and deal- 
ers: “75% of pension funds and 
unit trusts have historically pro- 
vided results that are not compet- 
itive with a passive fund index.” 

Within the next five to ten 
years, he thinks that the bulk of 
these funds will have passed to 
outside managers. That may be 
more a prayer than a prediction. 
Fund management ($1.3 billion 
at the last count) is Mr Van 
Horn’s main business. 






John Holmes 


Mr John Holmes spent three 
years running Hoare Govett’s se- 
curities business in New York 
before joining Morgan Grenfell 
Securities as joint managing di- 
rector earlier this year. His stint 
on Wall Street, he reckons, has 
given him a good idea what will 
happen in London in the next five 
years, 

Trading volumes will swell but 
overall profitability will shrink. 
More losses than profits will be 
made over the next couple of 
years, and survival will be the 
goal of every newfangled firm. 

Securities firms will depend for 
survival on the efficiency of their 
back office. On Wall Street, after 
May 1 1975, the main blow fell on 





the profits of firms that had built 
up research at the expense of 
trading skills. Some, like White 
Weld and Baker Weeks, were 
taken over. Mr Holmes thinks a 
similar pattern of concentration 
will emerge in London. Strug- 
gling firms will sell out rather 
than go under. 

About five big ones will be left 
in London in 1991, he forecasts, 
and not necessarily the current 
favourites—the new business is 
too different, He thinks that the 
houses with a strong corporate 
finance tradition have a head 
start. This was why, says Mr 
Holmes, he chose to join Morgan 
Grenfell. 

In America, the successful 
firms were the ones good at float- 
ing new issues and at merger and 
acquisition work. He cites Gold- 
man Sachs and Salomon Brothers 
as notable examples. He is rather 
doubtful whether the British 
clearing banks will be fielding a 
side in five years’ time. 

As for City pay, good people 
are still cheap, in Mr Holmes’s 
view. By 1991, hot shots who 
have proved their worth will be 
drawing even fatter salaries and 
bonuses. Mr Average City Per- 
son, however, could find himself 


rather worse off, or even out on 
his ear, Judging by Mr Holmes’s 
lofty ambitions for Morgan Gren- 
fell, it is clear where he sees 
himself in five years. 


John Barkshire 


By 1991, there will be no more 
than nine or ten global securities 
houses, says Mr John Barkshire, 
chairman of Mercantile House, a 
British financial conglomerate. 
Among them should be three 
British firms, three American 
and three Japanese, all compet- 
ing hard on each other’s home 
soil. And a good thing, too—Mr 
Barkshire believes that investors 
and capital-raising companies 
stand to make big gains from 
access to broader markets and 
better information. 

His vision of a global financial 
community mainly based on Lon- 
don, New York and Tokyo fi 
his strategy for Mercanti 





House, which has already estab- 





lished overseas money and stock- 
broking outfits in the United 
States and Japan. 

By 1991, aspiring City whizz 
kids will find jobs harder to com 
by: because there will be fewer— 
as well as older and wiser?— 
potential employers left in the 
British securities industry. Gilts 
volumes could quadruple but 
much of this will come from busi- 
ness between dealers. Actual 
sales of gilts to outside clients, 
which need institutional sales- 
men, will go up by only about 
50%; and equity sales will creep 
up only a bit. 

Volumes like this, says Mr 
Barkshire, can support not more 
than 13 gilts market makers (27 
will start) and 15 in equities (35 
start), Firms will duck out, and 
several dozen millionaires will be 
the City’s only reminder of its six- 
year bonanza. 

But there will be no bloodbath, 
he predicts. Quiet withdrawals, 
not bankruptcies, will whittle 
down the numbers. The firms 
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most likely to opt out are the 
foreigners; their head offices will 
be surveying London from Wall 
Street or Tokyo as a profit and 
loss account. If in three years 
they have failed to win enough 
market share to make London 
profitable, they will leave. And 
without a fanfare, 


Nigel Williams 


Worries about sliding standards 
and scandals in the City are not 
on the mind of Mr Nigel Wil- 
liams, who will be running one of 
the gilt market's six IDBs (inter- 
broker dealers) from October 
27th. The City, he thinks, has 
learnt its lessons from the thiey- 
ery and malpractices at Lloyd's of 
London, scams in American 
bonds and insider dealing on the 
New York Stock Exchange. 
Mr Williams will be operating 
in a very specialised market after 
saa 27th. He quit Grieveson 
rant, a stockbroking firm, when 
it was bought by Britain's biggest 
merchant bank, Kleinwort Ben- 
son, in 1985. With three others, 
he now runs Williams, Cooke, 





Ke" and Kissack, an IDB, which 

or a fixed fee will anonymously 
match buying and selling orders 
between gilt dealers. 

Within his own patch, Mr Wil- 
liams thinks that the number of 
gilt dealers operating in the mar- 
ket in 1991 may not change 
much; but that they will not in- 
clude all of the 27 which will open 
up shop for business on BB-Day. 
Who will pull out? 

Mr Williams, whose bread and 
butter will come from the gilt 
market and its dealers, will not 
(dare not?) say. But he reckons 
that there will always be more 
than 20 dealers, and that in five 
years’ time they are likely to 
include Japanese firms, none of 
which so far has set up a gilt 
dealership. Two and possibly all 
four of the big Japanese securities 
houses—Nomura, Nikko, Daiwa 
and Yamaichi—will be included. 
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Peregrine Moncreiffe 


Lured from Shearson Lehman 
for an annual pay packet of 
around £1m, Mr Peregrine Mon- 
creiffe now runs the London sub- 
sidiary of E. F. Hutton, one of 
America’s largest brokerage 
houses. He, too, thinks that in 
five years’ time the market will be 
dominated by only a score or so 
of big financial firms. Of these, a 
half dozen will be British and six 
to ten American. He also in- 
cludes the four big Japanese sec- 
turities houses. 

Mr Moncreiffe dislikes statu- 
tory regulation of the financial 
markets. He thinks that the fi- 
nancial services bill, which may 
have been appropriate for carte- 
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lised markets, such as the old 
London Stock Exchange and fu- 
tures markets, will put a strait- 
jacket on the new over-the- 
counter market in London. 

“T'm all for protecting widows 
and orphans from being ripped 
off, but that could be achieved 
more simply, The nature of the 
British law could prevent dealers 
from operating.” But, he says, it 
is “bothersome” that some smart 
(ie, shady) people come to the 
fore in a changing market and 
misuse previous traditions to en- 
gage in jiggery-pokery. 

e danger will not lie just in 
fly-by-night operators and in- 
house crooks. Unsavoury cus- 
tomers could use the market as a 
conduit to channel illegal money 
into licit activities. E. F. Hutton 
has had sad experience of this in 
America. In a five-month period 
in 1982, E. F. Hutton in New 
York accepted more than $13m 
from Mr Franco Della Torre, 
who was one of 38 people indict- 
ed in the $1.65 billion “Pizza 
Connection” heroin case. The 
money was being unwittingly 
laundered for Mr Giuseppe 
Bono, an alleged Mafia boss, 
who was arrested in 1983. 

Mr Moncreiffe says that such 
problems could be avoided in 


London by having a strong “‘com- 
pliance department’’—in-house 
investigators and scrutineers who 
vet newish customers and keep 
an eye on their dealings. The 
strongest defence, however, is: 
“Know your customer”. 


Hiroshi Toda 


London will not remain the hub 
of the international capital mar- 
kets. Liberalisation of markets in 
the rest of Europe and Japan will 
see to that. So says Mr Hiroshi 
Toda who runs Nomura’s Euro- 
bond issues and who is heading a 
study into a gilts dealership. (No- 
mura may open one in 1987.) The 
City’s Euromarkets will continue 
to attract business only if they 
focus on new products and tech- 
niques. Even then, power would 
become concentrated among a 
few big investment banks pos- 
sessing such skills, eg, Nomura. 
Japanese influence on the City 
will grow, provided Japan re- 
mains a net supplier of funds. 
“The Japanese will copy what 





they are already doing in New 
York, and move into the British 
gilts and equities markets.” But if 
the supply of funds dries up, 
“only two or three Japanese firms 
will be able to survive among the 
leaders in London.” 

Five years from now, the Japa- 
nese in London will no longer pay 
their staff a pittance. Mr Toda, 
like all Japanese working for Jap- 
anese houses in London, receives 
less than £100,000—his opposite 
numbers at American investment 
banks get at least five times as 
much. Mr Toda lives in the mod- 
est London suburb of Hendon 
because he cannot affort to live 
in, say, Chelsea. Mr Toda— 
whose degree was in Marxist eco- 
nomics—stays with Nomura be- 
cause he likes the stress on team- 
work compared with the 
competitive rivalry rife in Ameri- 
can banks. But Japanese houses 
will hang on to their stars only if 
they pay market-rate salaries. 


BIG BANG BRIEF 


Christopher 
Castleman 


Mr Christopher Castleman, chief 
executive of Hill Samuel, a Brit- 
ish merchant bank, thinks that 20 
or so big financial conglomerates 
will eventually dominate the mar- 
ketplace, accounting for 80-90% 
of equity and gilt deals. He ex- 
pects British firms to capture 
more than half of the business in 
gilts and around half the business 
in equities. 

Mr Castleman is a splendid 
isolationist. He wants Hill Samu- 
el to be a British, not a global, 
investment bank. He doubts 
whether big profits are to be 
made by competing in the inter- 
national capital markets. 

Hill Samuel is putting its mon- 
ey on personal financial services, 
which last year provided one- 





third of the bank's profits. Ham- 
bros apart, it is the one merchant 
bank to make a big commitment 
to retail finance. Mr Castleman 
thinks that, over the next few 
years, financial institutions will 
succeed in squeezing their bro- 
kers: they will manage to get the 
commissions they have to pay cut 
to the bone. Private clients will 
pay either the same as they do 
now, or more. 

Mr Castleman does not think 
the explosion in City salaries and 
perks will last. Over the next 
couple of years, salaries will level 
off (and perhaps even fall) as the 
financial congolmerates cultivate 
their own specialists in-house. 
Some firms will realise that they 
have paid too much for people 
who will never make the grade. 

Mr Castleman is not impressed 
with the new regulatory system. 
He thinks that it is too expensive 
and ineffective. Ethical standards 
in the City are declining. “The 
fact is that when people say their 
word is their bond they no longer 
mean it. This is forcing us from 
self-regulation to legal regula- 
tions. Now firms are recording all 
telephone conversations.” 
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How computers bewitch the 


stockmarkets 


There is no sign yet that stockmarket 
traders can rest easy. The big falls seen on 
the New York, Tokyo and London stock- 
markets on September 11th-12th contin- 
ued this week. Tokyo’s Nikkei average 
fell 637 points on September 16th, sliding 
again the following day to close 8.4% 
below its peak, set on August 20th. 
London followed Tokyo down, de- 
pressed by rumours, hotly denied, 
that Bank of America would need 
the Federal Reserve's help to get 
cut of trouble. Interestingly, Wall 
_ reet, where the slide began, was 
the steadiest. 

Yet Wall Street is where the 
trickiest questions are being asked. 
Partly these are about the econo- 
my. They are also about a new kind 
of herd behaviour. Many Wall 
Streeters blame the market's drop, 
or at least its ferocity, on comput- 
ers. The computer-driven trading 
strategies of big investing institu- 
tions are, they say, generating 
greater price volatility. 

The technique, known as pro- 
gram trading, involves simulta- 
neous trading in stock-index fu- 
tures, options and the underlying 
shares. Program traders do not care 
whether the market is rising or 
falling, so they do not waste time 
fretting about such fundamentals as 
economic growth and company 
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Different programs in 1929 


NEW YORK 


profits. All that matters to them are 
discrepancies between the price of the 
futures contract and of shares themselves, 
which may offer an opportunity for 
arbitrage. 

For example, if the Standard & Poor's 
500 index is at 240 while the futures index 





is trading at 242, then by selling the 
futures contract and buying the underly- 
ing shares a trader can gain a risk-free 
profit of two (ignoring interest and other 
costs). This is because, when the futures 
contract expires, its price is supposed to 
equal that of the actual shares. 

Wall Street’s computer wizards have 
devised programs which keep track of the 
markets continuously. Once the comput- 
er spots an opportunity for arbitrage 
between instruments it automatically is- 
sues buying and selling orders. Dean 
Witter Reynolds, a brokerage house, 
reckons that in recent months program 
trading may have accounted for as much 
as a third of all shares traded on the New 
York Stock Exchange. 

What happened on September 11th, 
when the Dow Jones industrial average fell 
by 86.6 points, was the following: a sharp 
drop in bond prices pushed share prices 
lower, but stock-index futures, which are 
easier to trade, reacted more quickly, 
opening up a gap of four points between 
prices in the futures and in the cash market. 
So multi-billion dollar trading programs 
swiftly whirred into action, buying the 
(cheaper) futures contracts and dumping 
the (dearer) shares. Trading in the s&p 500 
futures contract on the Chicago Mercantile 
Exchange reached a record 157,000 con- 
tracts that day. The arbitrage pushed 
the stockmarket lower still. Ergo, 
computers are bad? 

The case against computers is not 
proven. Their defenders say that 
blaming big shifts in share prices on 
program trading is like blaming the 
floor for breaking an egg. Program 
trading, they argue, enhances eco- 
nomic efficiency; and in the longer 
term it reduces price volatility rath- 
er than increasing it, by ironing out 
price discrepancies. 

Indeed, the general perception 
that America’s stockmarket has be- 
come more volatile is wrong. True, 
eight of the ten biggest one-day 
movements in the Dow Jones in- 
dustrial average since the second 
world war have occurred this year 
(and all of the top five), but this 
says more about the level of the 
index than volatility. A 40-point 
move when the index is at 1,800 is 
proportionally the same as 20 
points at 900. In percentage terms, 
only September 11th of this year 
makes it into the top ten daily price 
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Gamblers are an insatiable lot. When 
stockmarkets fell out of bed on Septem- 
ber lith and 12th, more than 2,000 
punters went to their bookies in London 
to place bets on where markets would go 
next. Two specialist bookmakers take 
bets on movements in stockmarket and 
other indices, as well as making odds on 
football scores and election dates. For 
some, it paid off: winnings on September 
12th were a record for financial betting 
at more than £3m ($4.4m). But losses 
were at least as big. 

Why bother, when stockmarkets pro- 
vide lots of excitement anyway? One 





reason is that off-market gamblers get a 
tax break. The bookie absorbs the bet- 
ting tax. Winnings are tax-free, just like 
the loot from backing a winning horse in 
the Grand National. Gains on invest- 
ment in shares are subject to capital 
gains tax of 30%. True, the first £6,300 


< changes. 

A recent study by Salomon Brothers 
< confirms that there is no evidence of a rise 

“in volatility in recent years. The left-hand 
chart on the previous page shows the 
volatility (as measured by the standard 
$ deviation of prices) of day-to-day move- 
ments in the sP 500 from 1970 to mid- 
1986. If anything, the figures suggest that 
the market has become less, not more, 
volatile in recent years. 

Nor does Salomon find greater intra- 
day volatility. The average absolute (ie, 
ignoring the sign) 15-minute change on 
the Dow does not appear to have in- 
creased significantly during the past five 
years (see the right-hand chart). Another 
test of whether stock-index arbitrage in- 
creases price volatility is to compare Wall 
Street with London’s. market, where 
there is less trading in futures and op- 
tions. London seems to. have been the 
more volatile: during the two years to 
April 1986, Londons FTSE 100 index 
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‘Gambling on gambling _ 


moved by more. than 1% on 21% ofal 


of gains is exempt from tax, but. that is 
loose change to a big investor. 

Betting is simple. The two. financial 
bookmakers, City Index and iG. Index 
(which this week bought Ladbroke’s fin- 
ancial-index subsidiary).take bets on the 
FT. indices, the. Dow Jones industrial 
average and even commodities. Assume 
Mr Blue-Sky. thinks the Fr index will go 
up, and it stands at 1,000, He bets, say, 
£25 for each point the index moves up 
beyond a point quoted to him by the 
bookie, probably 1002. This. is called an 

‘up-bet”. So if the index goes up to 
1005, he makes £75 (three times £25). 
The maximum duration of most. bets is a 
month, but a punter can end his bet any 
time before that. 

There is no stake, as such, but. on 
ordinary bets the risk is effectively un- 
limited. If the index crashes to:900, Mr 
Blue-Sky owes £2,550—-£25. for: every 
point below the bookie’s quote of 1,002. 
If he had made a “‘down-bet”, the book- 
ie might have quoted him a level of 997, 
and the punter would have made £2,425. 
On September llth, one’ punter bet 
$10,000 a point at 3.30pm ‘London time 
that City Index’s “Wall Street index” 
(which is based on the Dow Jones indus- 
trial average) would fall. By Friday eve- 
ning, he had won $1.2m. 

Risk can be reduced. Mr. Blue-Sky 
could have instructed the bookie to close 
his position if the index fell to a pre- 
arranged point, say 996.. These “stap- 
loss” arrangements work rather as in 
traded options, except that they are 
cheaper because there is no commission. 
By taking this step, however, a punter 
cannot gain from a subsequent recovery 
(or fall) in the market. 


trading days; the Dow Jones. industrial 
average by that amount on paly. 16% of 
trading days. 

< One point’ on which everybody agrees 
is that program trading..can. cause’ big 
gyrations in price on Wall Street. four 
times a year—at the so-called. triple- 
witching hour of 4pm on the third Friday. 
in March, June, September and Decem- 
ber. This is when stock-index futures and 
options. and stock options expire. simulta- 
neously..For example, on the last triple- 
witching day, on June 20th, 41m of the 
149m: shares. traded on that. day. were 
traded’at exactly 4pm. 2 

The Salomon Brothers”: ‘study. found 
that on eight of the past nine triple- 


witching days the intra-day volatility of- 
the. Dow Jones has exceeded the average: 


for that month, although, with the excep- 


‘tion’ of September 1984 and June 1985, 

‘the margin was not large. ‘On September 
10th, the Securities and Exchange Com- 
mission reached agreement with the New. 
York Stock Exchange on an experiment 


: tions, gilts and international equities 


ing hours: the NYSE wil require 


“member firms to place ‘all orders. for 


execution at the market's close for the 30 
shares making up the Dow half an hour 
early, .at-3.30pm. This was intended to 
give investors on Friday, September 19th, 
a chance to respond to imbalances and 
thus to reduce price volatility. 


London Stock Exchange 


If you can't beat 
them . 





A year ago, merger between the London 


Stock, Exchange and the International 
Securities | Regulatory Organisation, 
(ISRO), which represents the Eurobond 
market, was inconceivable. Their two 
bosses engaged in a public slanging match 
after the Stock Exchange’ chairman, Sir. 
Nicholas Goodison, had ‘criticised t 
probity of the Eurobond market. Mr I 
Steers; the head of ISRO; had viewed the 
Stock Exchange as a stuffy, parochial 
club, ever since it shunned the Eurobond 
market in its infancy. 

But now the demands of Britain’s new 
Financial Services Bill have prompted the 
two bodies to make up and merge. The 
bill requires all securities firms in London 
to register with a self-regulatory organisa- 
tion (SRO) and a recognised investment 
exchange (RIE). ISRO and the Stock Ex- 
change reckon that it will save them 


‘money and bother not to duplicate the 


SRO function. The merger gives the Stock. 
Exchange, some belated influence: over 
international capital markets, while ISRO 
will benefit from the Stock Exchange’s 
regulatory experience, The two bodies 
will also set themselves up as a joint RIE, 
covering domestic equities, traded op- 


but not Eurobonds. : 

The Stock Exchange has pulled offa 
great coup in persuading the leading 
Euromarket houses to join it. Eight 
months of joint discussions have dispelled 
much mutual mistrust and: have con- 
vinced international securities houses that 
the Stock Exchange is more internation- 
ally-minded than it was. It helped that 56 
Stock Exchange firms are now.owned by 
ISRO members (including Sir Nicholas’s 
own firm, Quilter Goodison, which is 
owned by Banque Paribas), 

Self-interest spurred the Stock Ex- 
change to change its attitude towards the 
Euromarket. It had watched the growing 
trade in international equities, which are 
dealt outside. the market, fall into the 
hands of Eurobond houses rather than its 


“own members. But it assumed that under 


the. new regulatory system it would be 
responsible for all equity trading in Lon- 












E uroyen bonds join the hit parade 


Borrowers are rushing to issue 
interest rates and the strong yen. 


en bonds in Europe because of low 
uroyen bonds have grown faster than 


any other part of the Eurobond market this year and now rival D-mark 


bonds as the second largest sector 


In the first half of 1986, countries and 
companies issued $8 billion-worth of 
Euroyen bonds, compared with $6.5 bil- 
lion for the whole of 1985 and a mere 
$1.2 billion in 1984. In the three weeks 
ending September 12th, $3 billion-worth 
of Euroyen bonds were issued. 

The market was slow to grow after 
new rules in Japan set it free in Decem- 
ber 1984, The Japanese Ministry of Fi- 
nance gave it a fillip by allowing blue- 
chip companies to borrow Euroyen, and 
by permitting banks to offer currency 
swaps linked to these issues. The conse- 
quent boom proved short-lived, because 
sover-competitive pricing of bonds by 
securities houses and the then weakness 
of the yen almost flattened the market. 

This year, Japan lowered the mini- 
mum credit rating for issuers to single- 
A and allowed foreign banks to bor- 
row Euroyen. This caused a spurt of 
new issues. But what chiefly put the 
market on its feet was the rising yen, 
which encouraged European investors 
to buy yen-denominated securities. 
Most Euroyen bonds are sold in Eu- 
rope. About a third of Euroyen bonds 
end up in Japan, despite a so-called 
“seasoning” rule which bans Euroyen 
bonds from sale in Japan until 90 days 
after their issue. 

High-coupon bonds, the latest fad in 
the Euroyen market, are an oddity. They 
are sold almost entirely to Japanese 
insurance companies, The bonds carry a 
higher-than-average | coupon—perhaps 
83% instead of 54%. To compensate the 
issuer for the high coupon, the price of 
these bonds is usually 20% or so higher 
than for conventional bonds. Japanese 
insurers like high coupons because they 
can pay dividends to policy-holders out 
of current income, not out of capital 
gains. Such tailor-made bonds are in- 
creasingly common in the Euromarkets. 

The market in conventional Euroyen 
issues, unlike those placed in Japan, is 
becoming more liquid all the time. This 
has helped attract investors, who hate 
illiquid markets where they cannot trade 
without moving the price, or sometimes 
cannot find buyers or sellers, Now that 
total issues outstanding have topped Y4 
trillion ($25.6 billion), the market has 
begun to take off, Even so, the small size 
of many issues (Y10 billion-15 billion) 
means that large trades of, say, YI 
billion can dramatically affect the price. 

More non-Japanese banks are trying 
to break into this market. About 30% of 
Euroyen bond turnover in London. is 
probably handled by American’ banks. 
But in the primary market, 95% of new 


issues are-led by Japanese houses. 

The non-Japanese banks’ biggest 
handicap is their lack of contacts at 
Japanese banks and companies who will 
take the yen half of a yen-dollar swap. 
These are essential: about 80% of Eur- 
oyen bond issues are tied to yen-dollar 
swaps. Most non-Japanese issuers want 
to spend the proceeds in dollars, not yen. 

A yen-dollar swap works like this. A 
borrower, say Sweden, will issue Euro- 
yen bonds with a coupon of, say, 5.8%, 
But Sweden may want floating-rate dol- 
lar debt rather than fixed-rate yen. So it 
hands the yen debt to a Japanese bank, 


which agrees to pay. Sweden the 5,8% 


Bond yields 
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yen interest which Sweden must pay to 
the bond holders. The bank then bor- 
rows an equivalent amount of dollars at 
the London Interbank Offered Rate (LL 
BOR), the interest rate banks charge each 
other for funds. It passes this debt to 
Sweden, which agrees to meet the dollar 
interest payments, but at a rate 45 basis 
points (hundredths of a percentage 
point) below LIBOR. 

These are cheaper dollars than Swe- 
den could get without a swap. The bank 
therefore takes a loss of 45 basis points 
on the dollar debt. But it makes up for it 
on the yen side by lending the yen to a 
Japanese company. The company pays 
the bank interest at Japan's long-term 
prime rate (LTPR) for bank lending, often 
higher than the coupon rate on Euroyen 
bonds. If the bank receives yen interest 
payments of say 6.25%, it makes a profit 
of 45 basis points on the yen side of the 
swap, offsetting its loss. 

The essence of this swap market is 
arbitrage between Euroyen rates and the 
LTPR, Because Euroyen rates are vola- 


tile, the gap varies. Quite often banks 
enterinto swap arrangements even when 
they make a loss—eg, when the swap is 
accompanied by an offer of a profitable 
co-lead-management from the firm 
which arranges the bond issue. 

So far, few Japanese companies have 
borrowed Euroyen. But the success with 
European investors of the recent Y50 
billion issue for Nippon Telegraph and 
Telephone (NTT), Japan’s soon-to-be- 


‘privatised telephone company, may at- 


tract. more issues 
companies, 

NTT saved about 50 basis points by 
borrowing in Europe rather than Japan. 
Strong demand for Euroyen bonds this 
year has pushed their price up, and their 
yield down, relative to Japanese domes- 
tic bonds. If European investors were to 
buy NTt’s domestic bonds, this arbitrage 


from Japanese 
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would reduce the gap in yield between 
the two markets. But this does not 
happen because foreigners have to pay 
withholding tax of 20% in Japan if they 
own domestic bonds. 

While Euroyen bonds have boomed, 
issues of Samurai bonds—yen-denomi- 
nated paper issued in the domestic Japa- 
nese market by foreign borrowers—have 
sagged. As the chart shows, the differ- 
ence in yield between Samurais and 
Euroyen has widened from ten basis 
points 18 months ago to 50 now. Samu- 
rais are exempt from withholding tax and 
so have been popular with international 
investors. 

But this year trading in Samurais in 
London has almost ceased as borrowers 
have defected to the less-regulated Eur- 
oyen market, where there is no queueing 
system for issuers. Settlement delays are 
a deterrent against buying a Samurai 
bond. Now that Euroyen bonds look a 
more robust market, they join yen gov- 
ernment bonds as a natural choice for 
investors in yen. 
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Steers and Goodison: Eurobond bride and Stock Exchange groom 


don. Then, in October 1985, ISRO came 
up with plans to set itself up as an RIE to 
cover international equity trading. So the 
Stock Exchange feared that it might even- 
tually become an exchange for second- 
tier domestic shares. Some estimates 
have put the Stock Exchange’s share of 
equity trading in London as low as 40%. 
It was not easy to woo ISRO into the 


new merged body, to be known as the 
Securities Association. Until recently, 
some big ISRO firms—Merrill Lynch and 
Credit Suisse First Boston among them— 
wanted it to remain a separate regulatory 
group. To change their minds, the Stock 
Exchange had to concede much more 
than it hoped to: half the seats on the 
governing body of the new SRO, and half 


Germany plays not so hard to get 


West Germany is ready to lower its 
interest rates, despite several months of 
inaction and of official claims that no cut 
is needed. The discount-rate reduction 
would probably have come already but 
for the dollar’s recent strength against 
the D-mark, which took German mone- 
tary Officials by surprise. 

The Bundesbank, West Germany's 
central bank, reckoned in August that a 
cut would be needed soon, It had the 
backing of the finance minister, Mr Ger- 
hard Stoltenberg. A German reduction 
would have given scope for other indus- 
trial countries to drop their rates, and 
would have pleased America, which has 
urged Germany and Japan to cut interest 
rates to boost economic growth. It would 
also have cleared the air before the 
annual meeting of the IMF in Washing- 
ton, which begins on September 30th. 

The Germans do not think a discount 
cut will do much to raise their economic 
growth, which looks buoyant again after 
a weak first quarter. But they are wor- 
ried that a still weaker dollar will hit their 
export business. The American currency 
has dropped by 17% against the D-mark 
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since January 1986 and by 35% since the 
start of 1985. If the dollar falls lower than 
the psychological barrier of DM2 (it is a 
touch above at present), the Germans 
fear it may then fall swiftly down. 

When? German officials guess that a 
new phase of weakness is on the way. 
Then, they hint, a discount-rate cut 
(combined, they hope, with American 
intervention to help stabilise the dollar) 
will be firmly on the agenda again. They 
think the cut is unlikely to come before 
the next meeting of the Bundesbank’s 
policy-making council on September 
25th, but it might come during the IMF 
jamboree. That would help out Mr 
James Baker, America’s Treasury secre- 
tary, whose fanfares of international pol- 
icy co-ordination would otherwise sound 
tinny at the meeting. 

Senior German officials sourly de- 
scribe recent American pressure for a 
discount cut as the toughest they can 
recall. And a related political problem is 
lurking behind the arguments about eco- 
nomics, that could become a nasty irri- 
tant to Germany’s relations with Ameri- 
ca. Everybody knows that the West 
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on that of the new RIE—enough to assure 
Euromarketeers that they would not be 
subsumed into the old Stock Exchange 
under a new name. 

The Securities Association and the new 
RIE, to be known as the Stock Exchange, 
will have separate governing councils but 
share the same administration. This will 
consist of the Stock Exchange’s existing 
1,700 staff, plus IsRO’s eight. The merger 
looks unequal; but Eurobond traders are 
more important, with trading volume last 
year worth $2.25 trillion, against the 
Stock Exchange’s £367 billion ($540 bil- 
lion) for gilts and equities. 

The four things covered by the new 
RiE—international equities, domestic eq- 
uities, gilts and traded options—will each 
be run by largely autonomous committees 
of the governing body. Members of the 
new SRO will be free to join the new RIE 
which means they can participate in any 
of the markets it covers. So, for example 
the 43 Japanese members of ISRO “@ 
automatically become members of th 
Stock Exchange, unless the British gov- 
ernment intervenes to stop them—which 
it is unlikely to do. 

The Zurich-based Association of Inter- 
national Bond Dealers (AIBD) will act as 
an RIE for the Eurobond market. Al- 
though three-quarters of Eurobond trad- 
ing happens in London, three-quarters of 
AIBD members are based outside Britain. 
They wanted to keep their trade associa- 
tion independent from the new British 


Germans have run up a big visible-trade 
surplus with America, worth DM24.6 
billion ($8.4 billion) last year and rising. 
Less well-known is Germany's huge cur- 
rent-account surplus with the United 
States, which totalled DM43.5 billion in 
1985 (more than Germany’s DM38.9 
billion surplus with the whole world). 

The Germans had a surplus of DM22 
billion on transactions in services with 
America, a big slice of which comes from 
American payments for military forces 
based in the Federal Republic. When the 
dollar soared in 1981-84, so did Ger- 
many’s intake of American troops. Ger- 
many’s “services” income from the allied 
military presence on its territory was 
DM10.3 billion in 1980. It rose to 
DM21.5 billion last year. 

With the dollar falling, eventually 
Germany's D-mark surplus on military 
services will also drop. Meanwhile, life is 
becoming expensive for American 
troops and their families in Germany, 
paid in dwindling dollars. That squeeze 
has not yet created a political stir, but it 
soon could. American congressmen do 
not need much excuse to argue that, 
after having run up such a surplus for 
years, the West Germans should now 
pay part of the cost of the American 
presence. 
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regulatory system. This may prove awk- 
ward, given the closeness of the interna- 
tional equity and bond markets, with 
products like bonds and warrants con- 
vertible into equity. 


Japan and America 


Uncle Sam knows 
best 


TOKYO 


To hear Japanese tell it, liberalisation of 
Japan’s financial markets is proceeding at 
such a pace they risk being swept aside in 
the rush. To hear Mr Donald Mulford tell 
it, snails move faster. The assistant secre- 
tary at America’s Treasury is again trying 
to interfere in Japan’s liberalisation pro- 
gramme for its financial markets. 
In Tokyo on September 12th, Mr Mul- 
a publicly laid into the Japanese au- 

orities for having no clear timetable for 
carrying deregulation forward. ‘Japan's 
[financial] markets are not now free, nor 
will they be free in the foreseeable fu- 
ture,” he said. He hinted that America 
might retaliate by blocking Japanese 
firms from bits of American financial 
markets unless American firms were giv- 
en more access to Japanese markets. 

Perhaps the pace of Japanese reforms 
has slowed, but why is that America’s 
business? Three years ago, when it began 
its first big campaign to persuade Japan to 
bring its financial rules up to date, the 
Reagan administration claimed that Ja- 
pan’s rigged financial system kept the yen 
weak and exports strong. With the yen 
now strong, this no longer applies. That 
leaves three possible motives for pres- 
sure: America wants to gain “fair” access 
to Japanese markets for its banks and 
“scurities firms; it thinks unfettered fi- 
_ancial markets in London, New York 
and Tokyo are good for the world; or it is 
cross with Japan because of its huge 
bilateral trade deficit. Since motives are 
usually mixed, it is probably a blend of all 
three. 

Mr Mulford’s threatening words did 
not go unheard. The next morning, the 
finance ministry's top international bu- 
reaucrat, Mr Toyoo Gyohten, was sum- 
moned by the prime minister, Mr Yasu- 
hiro Nakasone. He was told to draw up in 
short order a timetable for further liber- 
alisation to present to the Americans. Mr 
Nakasone is fond of such gestures. 

Mr Gyohten has lost some of his old 
cheerful candour since taking over as 
vice-minister for international affairs in 
July. He admits that his ministry's effort 
to liberalise and internationalise domestic 
financial markets “is now faced with an 
uphill fight; there are numerous difficul- 
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ties”, What this means is that his domes- 
tic political fights are getting tougher. 

Mr Gyohten’s hardest fights are with 
taxmen in his own ministry. They see 
their cheap, easy way of collecting reve- 
nue through withholding taxes at risk at 
every turn of financial deregulation. That 
helps explain why they are digging their 
heels in over a seemingly trivial issue, the 
tax treatment of short-term treasury-bill 
trading. This market is tiny, and is any- 
way shunned by foreigners because of the 
complexities of reclaiming tax withheld. 
But it is one of several short-term money 
markets at which the Americans are di- 
recting their fire. 

The Reagan administration says that 
the market could be brought to life simply 
by exempting foreign investors from hav- 
ing tax withheld. The government would 
suffer little net loss of tax revenue be- 
cause it is getting little at the moment. 
But Japanese taxmen, horrified by the 
precedent that that would set, spin out a 
string of technical reasons why it cannot 
be done. 

A similarly hard line is being taken by 
taxmen over the proposed offshore bank- 
ing market due to be opened in Tokyo 
later this year. So concerned have the 
taxmen been not to leave open any tax 
loopholes, they have frightened away 
foreign as well as domestic banks. The 
bankers say that, given high Japanese 
corporate and municipal taxes, they see 
little advantage in moving deposits to or 
lending from the offshore facility until it is 
loosened up. 


Commodities in Japan 


Opening options 


Japan plans a range of commodities con- 
tracts to make it the third leg of round- 
the-world, round-the-clock futures trad- 
ing, as it has become in bonds and foreign 
exchange. By 1988, the Japanese authori- 
ties hope that the Tokyo Commodities 
Exchange (TCE) will start trading its first 
options contracts (on gold and, possibly, 
platinum futures). Commodity-index fu- 
tures could follow. Meanwhile, full mem- 
bership of the exchange looks likely to be 
opened to foreign firms, and Japanese 
securities houses may be allowed to trade 
commodities in Japan. 

Japan's Ministry of International Trade 
and Industry (MITI) is revising the coun- 
try’s Commodity Exchange Law. A draft 
is expected by the end of this year. The 
present law hampers the development of 
futures and options trading on the TCE 
because it requires that all contracts can 
be physically delivered. This is similar to 
a rule on foreign currency dealing that, 





until April 1984, forbade forward trading 
unless a deal corresponded to a “real” 
contract. Both were influenced by a Japa- 
nese aversion to speculation dating from 
big financial crashes in the 1930s. 

That attitude is changing. On several of 
Japan’s 16 commodity exchanges, which 
trade goods ranging from soya-beans to 
silk cocoons, regulations are being loos- 
ened to make arbitrage easier. The aim is 
to breathe some (not too speculative) lif 
into the markets. i 

The TCE is sponsored by MITI because 
its origins are industrial and not finan- 
cial—it began as an operator of rubber 
and textiles markets. In 1982, a gold 
market was started, which, two years 
later, added silver and platinum con- 
tracts. In the same year, the gold, rubber 
and textile exchanges were consolidated 
to form the TCE. Trading in gold and 


Tokyo's precious metals futures 
trading Number ot contracts 
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silver is modest. At $5.1 billion-worth in 
the first half of this year, trading is one- 
twentieth the level in New York’s COMEX. 
But for platinum, trading is about half 
that of COMEX. 

Preparations to introduce options on 
thë gold and platinum contracts have 
begun. An option is a contract for the 
right to buy or sell a commodity or future 
at a specified date. Gold-futures options 
are. likely to come first because gold has 
long been popular with Asian investors 
who are, however, unfamiliar with op- 
tions trading. The TCE has already tried a 
few rehearsals. Options for such items as 
energy, grain and freight-rate futures are 
also under consideration, but they are still 


along way off. — ee 

Futures and spot markets in copper and 
aluminum are more likely to.come before 
any such exotica. Japanese users and 
refiners -of the metals are among the 
world’s leading industrial consumers and 
many of them think that the recent trou- 
bles of the London Metal Exchange pro- 
vide them with an opportunity to set up a 
market.in Tokyo. Discussions about a 
copper market are most. advanced but 
have recently stalled because of disagree- 
ments between users and refiners. 

MITI’s priority is to get gold options in 
business as quickly as possible. The minis- 
try’s officials say in private that they are 
in a race in financial futures with the 


Debt gets personal 


Mr Robin Leigh-Pemberton, the gover- 
nor of the Bank of England, issued a 
public warning to Britain’s. mortgage 
lenders this week. They must make sure, 
he said, that their lending rules do not 
become too lax. His comments were 
prompted by a recent fuss over the 
number of mortgage defaults—reposse- 
sions have doubled in the past two years. 
This, according to some economists, is 
just one aspect of the bigger problem— 
in America as well as Britain—of mount- 
ing personal debts. 

America's households rival even their 
government when it comes to borrowing. 
Their total debts (home mortgages, in- 
stalment credit and credit cards) reached 
$2.4 trillion at the end of last year— 
equivalent to a record 84% of their 
disposable income, compared with 76% 
in 1980, In Britain, despite higher inter- 
est rates and fewer tax breaks for bor- 
rowers, consumer debt has grown faster 
still, from 56% of disposable income in 
1980 to 85% in 1985 (see chart 1). 

The trend is not, in itself, a mystery. 
Today’s big borrowers are the baby- 
boomers of the 1950s and 1960s. They 
matured during the 1970s, when high 
inflation made it sensible to be up to the 
eyeballs in debt. Lenders, for their part, 
are keener than ever before to lend to 
consumers, The banks’ developing- 


country borrowers have been a bad risk 
since 1982, and businesses are either 
flush with profits, or busy issuing securi- 
ties instead of borrowing from banks. At 
the same time, financial deregulation in 
America has opened the door for non- 
banks who want to get into. the money- 
lending business. Sears, Roebuck, the 
department store, is now America’s big- 
gest single supplier of consumer credit. 

Explaining the trend may be easy, but 
deciding whether it has gone too far is 
harder. Not long ago banks. in Britain 
were (rightly) berated for their excessive 
caution over lending to people rather 
than firms. Now that they are active in 
the mortgage, business they are accused 
(by many of the same critics) of impru- 
dent banking. Bankers argue that if they 
over-lend, their profits will suffer; how 
much they lend, to. whom, and-on what 
terms are therefore matters for them to 
judge. 

True, but if banks and other financial 
institutions over-lend on too large a 
scale, or in a way that leaves the financial 
system vulnerable, governments will 
have to bail them out. This seemed 
possible for a time in 1982, because of 
the debt problems of ‘the developing 
countries. Does the mountain of person- 
al debt pose a similar threat? Maybe not. 
One reassuring sign is that. consumers 
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Ministry of Finance, under whose juris- 


diction fall the Tokyo and Osaka. Stock: 
Exchanges. At present, the only domestic 
financial-futures. market is for yen bond 
futures and Japanese companies are 
bannéd from trading on financial futures 
markets overseas (though they circum- 
vent that by using their foreign subsidiar- 
ies). In April 1987, the Osaka Stock 
Exchange plans:to set up a stock futures 
contract, based on a package of 50 stocks 
(to get round the physical delivery re- 
quirement). This market will be limited to 
big players as long as it sticks, as planned, 
to a minimum contract lot of Y40m. 
Tokyo is unlikely to follow until 1988, at 
the earliest. 


have been adding to their assets as well 
as their debts. At the end of 1985, 
American households were sitting on 
$7.7 trillion-worth of financial assets— 
equivalent to 271% of their disposable 
income (see chart 2). Their net financial 
assets (gross assets minus debt) grew 
from 155% of income in 1975 to 187% 
last year. In Britain, too, consumers 
have been gathering assets faster than 
debts: their net financial assets jumped 
from 131% to 179% of income over the 
same period (see chart 3). 

That cushion of assets could be an 
illusion, A large chunk of households’ 
assets—42% in Britain—is in pension 
and life insurance funds. These are not 
readily available to service debts. More 
important, much of the increase in assets 
reflects the recent rise in the market 
value of equities. What goes up can 
come down. If debtors suddenly had to 
sell assets to repay their debts, asset 
values could plummet. 

Even if households’ assets have grown 
faster than their debts, the debts are not 
necessarily owed by the same people 
who own the assets. The evidence on 
whether assets match debts is mixed. A 
survey by the University of Michigan 
shows that most of the rise in America’s 
consumer debt during 1977-83 was ac- 
counted for by high-income house- 
holds—those which in theory are most 
able to service debt. However, Professor 
Benjamin Friedman of Harvard Univer- 
sity has cast a more worrying light on the 
same data. He found that the ratio of 
debt to assets varied from 11% for the 
highest income group to 45% for the 
lowest. This suggests that assets and 
debts are poorly matched. 

Parallels with the developing-country 
debt crisis, however, are misplaced. 
There, the debts at risk are much bigger, 
and—more worrying—the risk hinges on 
a narrow set of uncertainties inthe world 
economy. The personal-debt risk is more 
widely spread; and it is less affected by 
shifts in interest. rates, because a lot 


i (especially in America) is contracted on 


fixed-rate terms. So long as the financial 
system as a whole is not’at risk, the 
motto should be: caveat borrower. 
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Grass saves India’s soil, where 


banks do not 


India’s green revolution is going brown at 
the edges. The country is losing its soil. 
Environmentally-conscious officials say 
that 12 billion tonnes of topsoil disap- 
pears down the rivers every year—that is 
six inches of soil from 100m hectares, an 
area twice the size of France. The govern- 
ment has spent 12 billion rupees ($1 
billion) since 1950 on methods to stem 

is tide with little success. But some 

fficials are now waking up to the poten- 
tial of a simple, cheap remedy, whose 
only raw material is a native grass. 

India’s impressive increases in agricul- 
tural output—particularly in wheat pro- 
duction, which has tripled since the mid- 
1960s—have come principally from the 
country’s irrigated areas, such as Punjab 
and Haryana. Erosion is not a problem 
there: the land is flat and the banks of 
ditches are generally well enough main- 
tained to prevent the soil from disappear- 
ing down them or blocking them up. But 
attempts to improve production in the 
rain-fed areas—80% of India’s agricultur- 
al land—are having less success, partly 
because the soil is disappearing. Even on 
the conservative reckoning of the Agri- 
culture Department, 30m-50m tonnes of 
produce a year are lost because of 
erosion. 






DELHI 


and June, there are few crops left in the 
ground and the hungry cattle have eaten 
the last patches of grass. The soil is at its 
most vulnerable and it is then that the 
violent storms of the early monsoon bat- 
ter the earth. Rainwater runs downhill 
and, if the soil is dry, dusty and not held 
by the roots of plants, the water carries 
the soil down into gullies and eventually 
into the rivers. So the farmer loses not 
only the valuable water, but also much of 
his soil. 

The Indians are well aware that their 
agricultural capital is disappearing. They 
have invested in the system the Ameri- 
cans thought up in the 1930s, which saved 
the Tennessee Valley from becoming an 
uncultivable dust-bowl. Banks, like large, 
linear molehills, are built along the fields’ 
contour lines, a foot or so high, with 
about six feet of fall between each bank 
and the next. The water, instead of rush- 
ing right down the slope, stops at each 
bank and is diverted into a waterway by 
the side of the field. The water’s speed is 
reduced and the particles it is carrying 
sink back to earth. 

The system can work well in temperate 
climates, if the banks are properly main- 
tained. But Indian weather is violent and 
maintenance often slack. The first storms 
of the monsoon can destroy the banks: 
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water breaks through them and they may 
slide down the fields, carrying soil with 
them. If they survive the monsoon, silt 
builds up behind them until the water 
pours straight over them. The Tennessee 
Valley's success has led conservationists 
to assume that the system must be a 
panacea. Its failure in India suggests 
otherwise. Some officials are beginning to 
realise this, but getting the Indian estab- 
lishment to change course is a little like 
trying to change the opinion of a single- 
minded buffalo. , 

An unobtrusive sort of grass is the most 
promising candidate to save India’s soil. 
Vetiver or khus grass has been cultivated 
in the past mainly for the essential oil 
extracted from its roots, which is used in 
perfumes. The two-foot-long, tough roots 
are also made into mats, hung in win- 
dows, with water dripping down them: 
the water cools the air, and the oil per- 
fumes the room. 

Vetiver grass was taken from India, 
where it is indigenous, to the West Indies, 
Fiji and Africa, where a new use was 
found for it: as a sponge to hold soil in 
place and prevent erosion. It works better 
than soil banks. The water, instead of 
running horizontally along the side of a 
bank, seeps slowly through a grass hedge. 
It drops the silt it is carrying behind the 
hedge and soaks into the ground itself. 
The grass therefore conserves moisture as 
well as soil. As the silt builds up behind 
the hedge, the grass grows with it. Even- 
tually, natural terraces are formed, held 
up by the grass’s tough roots. 

Vetiver grass has tidy habits. It stays 
where it is: two lines of vetiver grass 
planted 60 years ago in Northern Rhode- 
sia were in the same place, in Zambia, in 
1984. It produces no seeds and its roots 
are unadventurous, so it does not pollute 
the farmers’ crop. Its long roots enable it 
to survive droughts. It is fireproof and 
animal-proof: no matter how hungry cat- 
tle are, they will not touch it. 

The virtues of vetiver grass have been 
well tested abroad. It was used in Fiji 30 
years ago when severe erosion endan- 
gered the sugar industry. Yields doubled 
in the first few years. The land is healthy 
again, erosion has all but disappeared, 
and the farmers swear by the stuff. “Con- 
tour farming” has entered the local dia- 
lect as a byword for efficiency. 

But so far the grass has not been used 
for this purpose in India. There is no 
reason to think it would not work. The 
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grass seems able to adapt to most of 
India’s many climates. It is found in 
Karnataka in the south, and in the Hima- 
layan snows. It grows where 200mm and 
2,000mm of rain fall each year. 

Agriculturists who have worked with 
vetiver grass say that the package of soil 
and water conservation which it offers 
could easily increase yields in India’s rain- 
fed areas by 50%. The World Bank is 
starting up $100m worth of projects to try 
it out in five states: Karnataka, Madhya 
Pradesh, Maharashtra, Andhra Pradesh 
and Uttar Pradesh, and is getting a good 
response from farmers. Even bits of the 
bureaucracy are belatedly converting to 


grass. 
Optical discs 


The worm’s trail 


The latest chips allow desktop computers 
to process so much information that stor- 
age discs have trouble keeping up. Be- 
cause of their high storage density, optical 
discs offer a solution. No good way has 
yet been found to erase and write over 
optical discs, but this apparent drawback 
could help in some sectors of the market. 

A new generation of 5j-inch optical 
discs called WORMs (*‘‘write-once-read- 
many-times”) is all set to replace filing 
cabinets and archives. Each disc can hold 
about 400 megabytes of information, the 
equivalent of 120,000 printed pages, or 
1,000 floppy discs. The WORM is a close 
cousin of the audio compact disc on which 
musical recordings are sold. Digital infor- 
mation is stored in the form of a spiral of 
tiny pits on the surface of the disc and 
read by a low-power laser. The computer 
discs differ from pre-recorded compact 
discs in allowing new data to be written 
on their blank surfaces. The data cannot 
be altered once written. 

WORM discs offer other advantages over 
magnetic discs. Unlike hard discs, which 
are fixed inside the computer, optical 
discs can be taken out and locked away, 
safe from prying eyes. The optical disc 
itself is resilient and far less susceptible to 
heat, fingerprints or magnetism than re- 
movable floppy discs. Disadvantages in- 
clude slower access to data than magnetic 
discs (because the recording heads are 
heavier) and some doubts about long- 
term stability. 

The first commercial WORM drives 
launched a few years ago employ 12-inch 
discs with a capacity of 2,000 megabytes. 
They were designed for mainframes and 
minicomputers rather than personal com- 
puters. Manufacturers include Alcatel 
Thomson of France, Optimem (owned by 
the American companies Cyberdata and 
Xerox), OSI (owned by Philips and CDC) 
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and several big Japanese companies. So 
far, none of them has made much money 
from the discs. It is their own fault. The 
lack of standards has meant that similar 
products from different sources are 
incompatible. 

The latest round of WORMs, which have 
been designed for personal computers, 
should fare better. Two American com- 
panies, 1s! and Optotech, have already 
launched systems that use the 5}-inch 
optical discs. Hitachi and Toshiba have 
announced products, and others have 
said they will join in once a standard 
emerges. Some progress in this direction 
was made at a recent meeting of Europe- 
an manufacturers. But agreement may 
not be necessary. IBM could impose a 
standard simply by entering the market. 

This lack of standards has not deterred 
some users from showing interest. The 
potential benefits are great. WORM drives 
are ideal for backing up fixed magnetic 
discs, or as replacements for paper ar- 
chives. Special jukebox systems have 
been developed which can store and give 
access to 40,000 megabytes of documents. 
Images can be stored, too. Applications 
include patent documents, fingerprint re- 
cords, and medical data. A 12-inch opti- 
cal disc can replace 4,000 x-rays. 

According to Frost & Sullivan, a mar- 













When a cichlid fish eats its babies, it 
means no harm. These tropical freshwa- 
ter fish rear their young inside their 
mouths. As soon as her eggs hatch, the 
mother cichlid takes the young fish into 
her mouth for protection. Like young 
kangaroos from a pouch, the babies 
emerge to feed and retreat back in when 
danger threatens. 

Mouth brooding is odd enough, but in 
Lake Tanganyika in East Africa stranger 
things happen, according to Dr Tetsu 
Sato of Kyoto University, writing in 
Nature. She found that certain catfish lay 





Fishy behaviour 
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The water-cuckoo 


ket research firm, American sales of 
WORM drives for personal computers will 
grow from $9.8m in 1986 to $750m by 
1990. What seems the greatest weakness 
of the WORM—the fact that data cannot 
be amended—is proving to be its greatest 
strength. Using a WORM disc to store 
successive versions of files containing le- 
gal documents or financial information 
provides a complete record of every 
change made—the perfect audit trail. 
And for the user of personal computers, 
lack of erasability is hardly a problem. 
With 400 megabytes to play with, who 
needs to throw data away? 


The earth’s core 


Pressured gems 


Man’s journey to the centre of the earth 
has been a slow one. The deepest he h 

drilled so far is less than four miles—s' 

nearly 2,000 miles short of the centre: 
Getting deeper would enable scientists to 
discover how familiar materials behave 
under extraordinary pressures. But at two 
miles deep, temperatures rise to 60°C, 
and rocks can burst spontaneously under 
the pressure. Deeper still, temperatures 
and pressures become millions of times 





their eggs in the same place as cichlids. 
The cichlids pick up the catfish eggs with 
their own and accidentally foster the 
baby catfish. A big mistake. The young 
catfish, when a certain size, eat their 
foster siblings. 

Dr Sato’s discovery is the strangest 
case yet of “brood parasitism”, but it is 
not unique. Cuckoos are the most fam- 
ous brood parasites. Large blue butter- 
flies are the most ingenious: the caterpil- 
lars pretend to be ant larvae, are carried 
into ant nests by ants, and set about 
devouring the baby ants. 
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@ Profit for the half year of £4.2 million @ Eastern Canadian profit improves as 
before extraordinary item of £23 million. benefits of Gulf acquisition come 
Cash flow of £55.3 million. through. 


@ Interim dividend of 2 pence per share 


@ Sale of surplus assets expected to realise encouraging. Important find in USA. 
£65 million. 


Operating and interest costs being 
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@ Strong reserves of oil and gas. 
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Do bugs cause ulcers? 


Glaxo’s Zantac and Smithkline Beck- 
man’s Tagamet are the world’s top-sell- 
ing drugs. Both are used to treat ulcers. 
Most patients using them get better with- 
in eight weeks. Yet a startling discovery 
could make them redundant. 

For years, scientists have blamed ul- 
cers on hormonal changes associated 
with stress. Some researchers now sus- 
pect that a simple bacterium is responsi- 
ble. If they are right, it might be possible 
to fight ulcers with cheap antibiotics 
and—in the longer run—to devise a 
vaccine against ulcers. 

Tagamet and Zantac belong to a class 
of drugs called H, antagonists. Ulcers in 
the gut arise when the body produces too 
many gastric acids. These attack the 
protective lining of the gut at spots 
where the digestive system's mucus layer 
is damaged. The release of the acids is 
controlled by three hormones: hista- 
mine, gastrin and acetylcholine. Zantac 
or Tagamet interfere with receptors of 
the cells of the gut wall, blocking the 
action of histamine and cutting the re- 
lease of gastric acid. 


greater than they are at the surface. 

Man’s inability to penetrate deep into 
the earth does not mean that science has 
to rely on guesswork. Techniques de- 
signed to simulate conditions within the 
earth’s core are becoming increasingly 
ingenious. The secret has been the crafty 
use of diamonds. 

At the Carnegie Institution of Wash- 
ington, American scientists have devel- 
oped a machine that maintains pressures 
of up to 5} megabars—ie, 54m times the 
pressure of the atmosphere at sea level— 
for weeks at a time. Pressures of around 
34 megabars are believed to exist in the 
middle of the earth. To use the machine, 
tiny samples of materials thought to be 
present in the earth’s core—iron is one 
safe bet—are put into a chamber sur- 
rounded by two diamond anvils. The 
stones are forced together mechanically 
in a hydraulic press. 

Diamonds were chosen because of 
their strength, but even they are not 
infinitely strong. Until recently, high- 
pressure experiments were hampered by 
the tendency of the stones to shatter at 
pressures above one megabar. One solu- 
tion has been to try to make stronger, 
synthetic diamonds. At Osaka Universi- 
ty, Japanese scientists are growing single 
crystals under prolonged high pressure 
and temperature in an attempt to maxi- 
mise strength. American scientists have 
taken a different route, by studying the 
patterns of stress inside diamonds with a 
new laser probe and a stress analysis 
computer program. This has enabled the 
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Over the past two years, however, 
evidence has accumulated that links ul- 
cers with a newly-identified bacterium— 
Campylobacter pyloridis. Dr Jonathan 
Levi of Northwick Park Hospital at Har- 
row in London has found the bug inside 
90% of people with duodenal ulcers and 
71% of people with inflamed stomach 
linings or gastritis; and he has hardly 
ever found it in healthy people. Support- 
ive evidence has come from the self- 
sacrificing Dr Barry Marshall. Last year, 
when he was at the Fremantle Hospital 
at Perth in Western Australia, Dr Mar- 
shall dosed himself with the bacteria and 
subsequently got very sick, with indiges- 
tion and gastritis. He then treated him- 
self with antibiotics and De-Nol, a com- 
pound containing bismuth, which 
appears to strengthen the mucus cover- 
ing the gut wall and also kills off Campy- 
lobacter. The symptoms disappeared in a 
day. 

Nobody is clear why Campylobacter 
should help cause ulcers. What is known 
is that the spiral shaped microbe lives 
beneath the mucus layer of the stomach. 





Carnegie Institution to cut and position 
the diamonds so they withstand higher 
pressures. 

As soon as the problem of diamond 
shattering was solved, another one took 
its place—how to measure the ultra-high 
pressures generated by the machine. 
Conventional measuring gauges cannot 
register pressures this high. In the 1970s, 
the search for unconventional gauges 
drew the attention of scientists to another 
jewel—the ruby. 

When a laser is shone on to a ruby, the 
gem shines. When pressure is exerted on 
the stone, the light it gives out is shifted 
into the red part of the spectrum. So by 
placing a ruby in the chamber with the 
sample material, and by seeing how much 
the light shifts, the ruby can be used as a 
pressure gauge. 

There are problems, however. First, 
the light emitted by the ruby fades with 
increasing pressure. Second, the diamond 
anvils also begin to shine as pressures 
approach 1 megabars. The yellowish 
light from the diamond interferes with the 
ruby’s spectrum and makes it useless as a 
measuring instrument for higher pres- 
sures. Fortunately, as three geophysicists 
at the Carnegie Institution discovered last 
June, both problems disappear as pres- 
sures increase. At about 3 megabars, the 
diamond stops shining and the light from 
the ruby strengthens. 

Much higher pressures can be reached 
by generating shock waves by explosive 
devices, or hurling projectiles at the sam- 
ple. These methods can create pressures 


One possibility is that the bug weakens 
the mucosal layer by slowly digesting the 
protective mucus coating from inside the 
gut wall. The stomach wall then becomes 
inflamed, producing the symptoms of 
gastritis. In some people, the acid even- 
tually eats through the weakened muco- 
sa, forming the ulcer. 

Scientists are still debating the respec- 
tive parts played by the bacterium and 
hormonal changes in causing ulcers. But 
discovery of the bug has already prompt- 
ed clinical trials to examine the advan- 
tages that antibiotic treatment might 
bring. A team of researchers at the 
Royal Perth Hospital in Western Austra- 
lia will complete a trial with 100 patients 
by early next year. 

Preliminary results are already in. The 
researchers gave one set of ulcer suffer- 
ers H, antagonists, with and without 
antibiotics. Another set of patients were 
given De-Nol, also with and without 
antibiotics. All the treatment regimes 
seemed equally effective in curing the 
ulcers, but those who managed to stay 
healthy for a year had almost all received 
bacterium-killing De-Nol. Most patients 
who got a second ulcer were found to 
have Campylobacter in their gut. 





Geophysics’ best friend 


of up to 23 megabars, but only in a brief 
pulse. This makes the reaction of the 
sample material hard to measure. 
Geophysicists are excited about the 
experiments at the Carnegie Institution 
because the behaviour of the samples cam 
be observed at leisure. One plan is to put 
hydrogen in the sample chamber. At 
extremely high pressures, hydrogen is 
thought to become an electrically conduc- 
tive metal. By learning more about what! 
happens, geophysicists may soon be able 
to learn more about the internal workings 
of Jupiter, whose core is thought tol 
consist mainly of metallic hydrogen. 
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The revolutionary Airbus concept, 
already chosen by over 50 of the 
world's leading airlines. 

The Airbus family, offering reduced 
airline operating costs worldwide. 
The Airbus family, consistently setting 
new standards in passenger comfort 
and marketing opportunities. 
And now the all new Airbus A320. 
Years ahead of the competition and 
first with the right answers for 
the 150 seat market. 

Airbus. The most advanced family 
of jetliners in the world. 


“ Airbus Industrie 
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Every class starts with a guaranteed 1 million 
‘DM prize and in each of the following 3 draws 
{million DM or 10 x 100 000 DM among many 
thousands of other worthwhile prizes will be 
“given away. During the climax of the game 
TWO MILLION DM TOP PRIZE WILL BE 
‘RAFFLED IN EACH OF THE TWO 
FINAL DRAWS. 
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Makingmillionaires is our business 
oca andours is the only lottery that has the right 
to make this statement. The odds are really 
excellent ~ just take a look at the number of 
“tickets issued (only 500,000 in all) and the 
unbelievable total of 200,568 prizes, which are 
_ given away. But considering the possibility of 
winning a super prize of 100,000 DM, 1 million 
- DMor 2 million DM, you will find chances prove 
io be extremely good compared with other 
ambling games — especially as our ticket 
rices are unchanged. A complete lottery (ser- 
es), covering a period of six months, is divid- 
ed into 6.classes. Every class has 4 draws (one 
each Friday) except the 6th (main) class which 
has 6 drawing days running over 5 weeks, The 
‘otal of winning numbers and the value of 
prizes increase from class to class up to the 
end of the series when the 2 TOP PRIZES OF 
2 MILLION DM EACH are raffled. 


A state-controlled 
—fJottery means security 

All the draws and prizes in the game are 
-controlled by a board of directors in Hamburg, 

who act for and on behalf of the six German 
Federal States sponsoring the Nordwesideut- 
_ sche Klasseniotterie, Total agreement must be 
< reached concerning the drawing dates and the 
determination of prizes shown on the winning 
plan, which has to be drawn up and published 
before the series starts. The winning plan 
together with the Rules and Regulations deter- 
“mine the game. All draws are held in public and 
there is the guarantee that each winner will 
receive his prize. 


Qur long tradition 
and experience 

This government backed institution, rich in 
tradition and experience, was established over 
350 years ago. The finance ministers of the 
Federal States concerned appoint lottery 
“agents to sell the tickets, which can only be 
acquired through such agents. My lottery 
“agency was founded in 1893 and | am continu- 
_ ing the business now in the 3rd generation. So 
you can be sure that you are dealing with a well- 
known and experienced person. 


We give a reliable service 
YOU WILL BE INFORMED AS SOON AS 
JCE YOUR NUMBER HAS BEEN DRAWN! We'll 

= notonly send you the official winning lists along 

with the renewal tickets every 4 weeks, put 
‘Lalso- notify 


nfid at 


_personally and in strictest: 
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THROUGH THE MOST POPULAR LOTTERY OF NORTH-WEST GERMANY 
The analyses of a large number of gambling games have shown that the Nordwestdeutsche Klassenlotterie provides the 
‘pest ingredients for winning. First and foremost, the chance of winning a large prize is exceptionally great. Secondly, the 
prizes are so well distributed that about 40 % of all ticket numbers win during the course of the lottery. 

This means. that one out of every 2% ticket numbers is a winner. Therefore the 
mathematical probability to win exists if you play at least three different numbers. 


OVER 169 MILLION DM ARE GIVEN AWAY AND YOU COULD 
‘WIN A PRIZE OF 1 MILLION DM IN EACH DRAW! 


Nobody will know about your participation in 
the lottery or possible winnings because all our 
clients’ records are kept solely in our office and 
we are bound to secrecy under professional 
discretion, All prizes are immediately paid out 
in full, free from German tax and according to 
your advice. All payments are made in any 
currency and to any address or person of your 
choice. OUR SERVICE IS WORLDWIDE. 

Wherever there are postal facilities you can 
play our lottery and get your prize money. 


Buy a ticket and win 


Tickets are available as full tickets, half tickets 
and smaller shares. All numbers take partin the 
draws and have equal winning chances. But 


Cut out along dotted line and mail in an envelope. 


TICKET ORDER COUPON 


serene Full Tickets at DM 720 each 
sisi Half Tickets at DM 360 each 
ta Quarter Tickets at DM 180 each 
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Mail tickets to: Mr. C] Mrs. [C] Miss ["] Messrs. [] 
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FULL NAME: ...........0 orere 

































































only full tickets receive 100% of the prizi 
money. Smaller shares, costing their respec 
tive parts of the stakes, are consequently onh 
entitled to the corresponding portions of the 
prize money. In order to join the lottery simph 
complete the attached order coupon and senc 
it together with your remittance to the addres: 
below. Full information in English will folloy 
with our delivery. If you send your order anc 
draft to arrive here before the first draw or 
Sept. 26th, 1986, you can be sure that you wil 
take part in all 26 draws of the 77th lottery anc 
will have full benefit of your stakes. 


Mr. W. WESSEL 


(Agency est. 1893) iw 
Government Accredited Lottery Agent £ 
KreishausstraBe 6a, P.O.Box 3033 *., Xi 
D-4900 HERFORD, WEST GERMANY K 


Complete, enclose your cheque and mail to: Mr. W. Wessel, Postfach 3033, D-4900 Herford 


(West Germany) 


Please send me the following NORDWESTDEUTSCHE KLASSENLOTTERIE tickets by return post: 


(approx. US$ 328 or £stg 212) = DM oe 
(approx. US$ 164 or £stg 106) = DM oe 
(approx. US$ 82orfstg 53)=DM oo, 
{ 
( 


approx. US$ 5.50 or £stg 3.55) 
approx. US$ 9,60 or £stg 6.20) = DM oo ee eeees 


Amount of enclosed cheque in DM or equivalent in US$ or £stg = DM ue. teense 


These DM prices COVER THE WHOLE SERIES of 6 months. Equivalents shown in USS and Esty are only approximate and 
based on exchange rates as of 30. 6. 1986. Payment by DM bank draft drawn on a German bank is recommended and is 
usually free of charge. If you pay by bank transfer, personal cheque or in foreign currencies, please add bank charges. You 
will be credited with the DM equivalent received. All cheques should be made payable to Mr. W. Wessel. If not included, 
payments should be received here before 26. 9, 1986. Should you order later, please enclose your cheque with order. 
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ae The Dorchester. 
The epitome of British tradition, 
service and hospitality. 





In the heart of Mayfair 
stands a living tradition. 
The Dorchester. A Regent 
hotel. Here, you'll find the 
highest standards of service 
and cuisine in London. 


Dorchester 


A REGENT ®INTERNATIONAL HOTEL 
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ew masters or social 


climbers? 


A new generation of writers is trying to 
scale the heights of the American novel. 
Readers are buying their books, critics 
are applauding and publishers are falling 
over each other to sign on the stars of 
sreative-writing courses and to reissue 
novels that sank without notice a year or 











n the autumn of 1984, Random House 
iunched a series called “Vintage Con- 
semporaries”. The biggest success of ie 
series is “Bright Lights, Big City”, 
comic trip through the seedier sides of 
New York Yuppiedom by Jay Mclner- 
ney, an ex-fact-checker at the New York- 
r: “Brights Lights” skipped the hard- 
ack stage that can kill a potentially 
pular novel by keeping it expensive 
ntil interest has waned. It has sold some 
50,000 copies: not many in comparison 
vith Danielle Steel or Stephen King, but 
good for a first, “highbrow” novel. 
_ Other Vintage Contempofaries have 
fiso done well: the series has sold almost 
50,000 books so far. With skilful packag- 
1g-—-bright, attractive and easily identifi- 
ble covers in trade (ie, large) format- 
nd a quickly won reputation for trendi- 
ess, the series has established the names 
young. novelists: and. brought- some 

















older ones, such as Thomas McGuane 
and Richard Ford, to a wider audience. 
The most recent success, “Love Always”, 
a third novel by Ann Beattie, whose 
wicked social commentary has gained her 
a certain renown as the female John 
Updike of the 1980s, went straight into 
the top-ten list of trade paperbacks. 
Other publishers are following suit. 
Scribner has recently brought out a col- 
lection of 20 short stories by writers under 
the age of 30. Penguin Viking’s “Less 
than Zero”, a novel about weary teen- 
agers in California, by Bret Easton Ellis, 
himself only just out of short pants, has 
sold well over 100,000 copies. Penguin 
Viking publishes a “Contemporary 
American Fiction” paperback series, 
started in 1979; so far, this has concen- 
trated on marketing trade paperbacks of 
writers who have already had their books 
published in hardback, such as Alice 
Adams and William Kennedy, author of a 
series of hard-boiled novels set in Albany, 
New York. But in January 1987, “The 
Broom of the System” by David Foster 
Wallace, aged 24 and a graduate of Am- 
herst College, will be the first Contempo- 
rary American original—it will have a big 
first print-run in paperback (as. well as a 





small hardback one) and lots of publicity. 

David Foster Wallace will be joining a 
growing band of just-out-of-college writ- 
ers who have found not only publishers 
but fame. “Family Dancing”, a collection 
of semi-autobiographical short stories by 
David Leavitt, a gay writer in his early 
20s, was an unlikely success. Another first 
collection of stories published in 1983, 
“Black Tickets”, by Jayne Anne Phillips, 
won this accolade from the Boston Globe: 
“Genius is the word for her.” 


The old generation 

American fiction needs a genius or two. 
The present generation of senior Ameri- 
can novelists is past its prime. Few of the 
novelists who came to the fore in the late 
1960s and 1970s have made much of an 
impact. Two of the old guard, Truman 
Capote and Bernard Malamud, died re- 
cently. The two most precocious of the 
postwar novelists, Norman Mailer and 
Gore Vidal, are long past their best. 
Neither Philip Roth nor Joseph Heller, 
the two most self-consciously East-Coast 
Jewish of the novelists, has produced 
anything to match the first, startling suc- 
cesses (“Portnoy’s Complaint” and: 
“Catch-22”). 

Of other novelists from the 1950s and 
1960s who are still writing, John Barth’s 
fans are mostly academics; and Thomas 
Pynchon has published no novels since 
“Gravity’s Rainbow” in 1973. Only John 
Updike, Saul Bellow and, perhaps, the 
lighter-weight Kurt Vonnegut still seem 
to hold promise. But Mr Bellow, the best 
of them, has written only one novel in the 
past dozen years. “The Dean's Decem- 
ber”, published in 1982—his first novel 
since he won the Nobel prize in 1976— 
lacks the exuberance of most of his previ- 
ous novels, though it still stands above 
anything else written. by an American this 
decade. 

It is. unfair to compare the younger 
novelists with an acknowledged master 
like Mr Bellow. But the older generation 
seems to hold a moral for the new one: 
that it is easy to be damaged (if not 
crippled) by early success. Truman Ca- 
pote followed the traditional American 
writers’ route of self-destruction (in his 
case, drink. and drugs). He had long 
become merely a literary figure rather 
than a writer: to: the end he talked about 
another great work, but produced little 
worthy. of attention after. “In Cold - 
Blood”, published in 1966. Norman Mail- |. 
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er's frst novel, “The Nake d the 
Dead”, was published when he was 25; 
Gore Vidal published: his ‘first. novel, 
“Williwaw”, when he was 21 and his best 
works—-like “Julian”-—were’. written in 
the 1960s. Now both Mr Mailer the tough 
and Mr Vidal the smooth spend their time 
writing journalism, mediocre books and 
fighting each other in print. i 





What the new generation stands for 

Will America’s. new fiction writers take 
the American novel and make it new? As 
Faulkner, Hemingway, Fitzgerald and 
Steinbeck did between the wars. As Mail- 
er; Bellow and Pynchon have done. It 
would be wrong to write off the American 
novel. The senior writers of today 
emerged during the 15 years after the 
second world war to surprise the doom- 
saying critics who proclaimed that the 
American novel would not recover from 
the deaths of Scott Fitzgerald, Nathaniel 
West, Sherwood Anderson and,” later, 
Hemingway, Faulkner and Steinbeck. 
But it takes more than just a few review- 
ers babbling about “genius”. 

Over the past 20 years, writers have 
tumbled out of the South, the West, the 
Midwest, the East. Many have had talent, 
but few have had the confidence or imagi- 
nation to tackle the immensity of Ameri- 
ca head on. The best of the writers to 
‘have emerged in the past two decades 
have come to America at an angle. Two 
black women, Toni Morrison and Alice 
<: Walker, have written outstanding books 





Getting verse 


NEW YORK 


Poetry in America seems to have fallen 
by the wayside. Many poems are written, 
published and reviewed in serious jour- 
nals; but the writers, publishers, review- 
ers and readers are often the same peo- 
ple—struggling poets themselves. It is a 
closed world. 

At first sight, All of Us Here (Viking 
Penguin: $17.95, paperback $8.95), the 
sixth collection of poems by Mr Irving 
Feldman, might seem to break out of 
this. Mr Feldman’s previous five have 
won the admiration of American literati 
outside poetry’s charmed circle, like the 
critic, Mr Irving Howe, or the. novelist 
and essayist, Miss Cynthia Oznick. Un- 
fortunately, Mr Feldman is net a good 
poet. Indeed, on the evidence of “All of 
Us Here”, he is a dreadful one. His lines 
try to make up in rhetorical flourishes 
what they lack in either thought or 
feeling, lines like: 

Marauding beacons overhead ravaged the 

dark sky or smashed themselves on clouds 

into high headlines. 
He is not describing the second world 
war but a “vision” of New York. He also 









William Kennedy's : 
“Legs”, “Billy Phelan’s Greatest Game”, 
“Ironweed”—make upa fine series but 
they do not have the mythical quality with 
which Faulkner’s Yoknapatawpha Coun- 
ty represented America: and its history. 
Louise Erdrich’s special angle is that of an 
American Indian. But none of them holds 
the promise of the young Fitzgerald, or 
the young Mailer, or the young Bellow. 
“Bright Lights, Big City" and “Less 
than Zero” are fun; and trivial. Others 
may be more profound and broader in 
scope. But they lack one thing: daring. 
Without that their books will be just one 
more product of commercial America. 
But perhaps that will not worry some of 
them. The explanation for this: rash of 
young writers, according to one New 
York publisher, is that “they want to be 
rich and famous by the time they are 30.” 


The Weimar economy 
Helping Hitler 


THE GREAT SLUMP. By Harold James. 
Oxford University Press. 485 pages. £30. 





The Great Depression profoundly affect- 
ed all industrial countries, but in Ger- 
many earlier economic disaster (the value 
of the mark fell to one 43 trillionth of a 
dollar on November 20 1923) meant it led 
to political catastrophe as well. In 1928, 
































displays a complacency and misplaced 
pride, which shows why America has.no 
satire, but why it needs it. | 

The longest poem in the collection is | 
supposed to be a satire on contemporary | 
American culture and those who. believe 
it to be adequate. It explores the reac- | 
tions of a group of visitors, “us”, to an 
exhibition of the sculptures of the New | 
York papier-maché artist, Mr George 
Segal. What cripples the poem’s aspira- 
tions is that most of the time “us” 
includes neither the poet nor the reader. 
Instead, it is “them”—those people out 
there—who are portrayed; usually | 
mockingly, and who are reminded that in | 
the midst of their lives there are such 
matters as mortality and the apparent 
meaninglessness of existence. 

To write effective satire, the author 
must choose objects of satire more pow- 
erful or influential than he is’ himself. 
Casual visitors to an exhibition .of Mr 
Segal’s work hardly qualify. Satire also 
professes a moral basis, appealing to 
some higher standard of conduct; Mr 
Feldman appears to ‘have no higher stan- 
dard to offer, merely malice and envy. 
As “Allof Us Here” says: 

Is:George Segal a famous sculptor? You bët 
he's famous. 











party polled a mere 2.6% of the 
vote; yet. in 1933, - Hitler became 
Chancellor. 

The roots of Nazism have been various- 
ly sought in an upsurge of German na- 
tionalism, militarism, anti-semitism and 
even in German philosophy. But it is 
usually accepted that the slump that trig- 
gered the rise of Nazism had its roots 
outside Germany. The Weimar Republic, 
so the theory, goes, was killed by an 
omnibus which mounted the pavement. 

Mr Harold James’s study of the Ger- 
man slump from 1924 to 1936, the first to 
appear in English, challenges this theory. 
Mr James sees the slump, and the politi- 
cal crisis that followed it;as built into the 
structure of the Weimar Republic, 

Mr James’s thesis is that Germany 
between the wars had an aging and stag- 
nating economy and that the weaknesses 
were aggravated by government policy, 
The Weimar Republic embarked nq 

















big public-spending programmes with 
fast enough economic growth to finante 
them. The worst culprits were the big-city 
bosses like Konrad Adénauer in Cologne 
who; until the crash of 1931, was intent on 
spending his way out of trouble. — 

Government spending was financed in 
two ways, both dangerous. Borrowing 
money from abroad made the German 
economy perilously dependent on contin- 
ued foreign loans. High taxes inhibited! 
economic growth. As the slump turned 
worse, both tax revenues and foreign 
lending fell, and spending cuts became: 
inevitable. Deflation and unemployment 
produced political instability, which in 
turn made Germany less attractive toi 
foreign lenders. The country became 
trapped in a deflationary spiral. 

The argument that depression is pro- 
duced by excessive public spending, high 
taxes, high wages and interference in the 
operations of the market may sound 
miliar. There are unnerving echoes 
contemporary themes in Mr James’s 
book. At one stage, he remarks that 
Brüning, “the Hunger Chancellor” who 
presided over the deflation of the early 
1930s, believed (as Mrs Thatcher later 
said) that ‘There is no alternative.” 

Since Mr James believes that Keynes 
ian solutions were not available to Ger« 
many’s rulers during the slump, he. is 
unwilling to accept the conventional pic- 
ture of Hitler as a successful proto~ 
Keynesian. Instead, he argues that Ger- 
many was already emerging from the 
slump when Hitler assumed power, and 
that Nazi economic policies were largely; 
conventional. Nazi spending on public, 
works was- actually lower than that of the 
Weimar Republic during its later years. 
Unemployment was helped: down by 
strict wage. control and by rearmament: 
But according -to Mr James; Nazi ecos 
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would in ‘time have produced. its’ own 
problems. 27 : 

Mr: James overstates his argument. 
There is. little doubt.that the financial 
crisis of T931 seriously deepened the 
slump. While one of the problems may 
have been capital flight from Germany 
itself, America’s unwillingness to keep 
lending in the middle of its own economic 
crisis did not help. Nevertheless, Mr 
James's argument that the unusual sever- 
ity of the German slump was the product 
of internal weakness should revise the 
conventional picture of Germany’s slide 
into dictatorship. 


German reparations 
Know your enemy 


THE PRICE OF WAR. By Alec Cairncross, 
Basil Blackwell. 288 pages. £17.50. 


As the second world war drew to a close, 
the western Allies asked each other which 
country was likely to pose a greater threat 
to the peace: Germany or the Soviet 
Union? The history of the question of 
German reparations is, at least in part, 
the history of their attempt to answer that 
question. Sir Alec Cairncross served as 
Britain’s Treasury representative when 
the question was dealt with in Berlin. In 
“The Price of War”, he supplements his 
personal recollections with new research 
to illuminate a neglected part of the post- 
war settlement. 

One group’s idea was to cripple the 
German economy to ensure that the 
country would never again be capable of 
unleashing war. The Morgenthau Plan for 
the “pastoralisation” of Germany had 
emotional attractions and some soldiers 
initially thought it made military sense. 
Realists pointed out that unemployed and 
starving Germans, resentful at another 
punitive peace settlement, would be un- 
likely to settle down to building a democ- 
racy; and that an industrialised Germany 
would be crucial to the revival of Eu- 
rope’s economy. They were told such 
arguments might ruin relations with a 
Soviet Union keen to extract reparations 
for its tremendous war losses. The desire 
to preserve Allied unity after the war and 
to guarantee the peace was said to require 
heavy reparations. 

By 1947, the picture had changed radi- 
cally. The Soviet Union had replaced a 
resurgent Germany as the main focus of 
western anxiety. The Marshall Plan ex- 
emplified the change of attitude—an en- 
feebled and rebellious West Germany 
was more dangerous than a country that 
was prosperous. and content. 
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nomic interventionism failed to alter the 
structure of the German economy and . 









In the end, therefore, West Germany 
paid trifling reparations, received sub- 
stantial aid and is now the richest country 
in-western Europe. East Germany paid 
almost $10 billion in reparations, but is 
still the richest country in eastern Europe. 

Sir Alec's book fails to show convinc- 


` ingly how negotiations over reparations 


were connected to the wider question of 


how Europe was divided. Argument 





among the. Allied powers over repara 
tions contributed to the outbreak ‘of thi 
Cold War, but were not a main cause o 
it. Other. books, though, tell that story 
“The Price of War” is successful in unrav 
elling the complexities of the question © 
reparations with lucidity and wit. 
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A mug’s game 


The cinema may be losing its place as India’s pre-eminent mass 


medium 


The Indian film industry is easily the 
world’s biggest. Around 1,000 films will 
be made this year in 16 different lan- 
guages in the country’s three Holly- 
woods: Bombay, Madras and Calcutta. 
Each day, 14m people go to the cinema; 
600 magazines and newspapers cater for 
them. The chief ministers of two states 
are former actors (one of them usually 
played God) and India’s current super- 
star, Mr Amitabh Bachchan, is a member 
of parliament. 

But, on the first day of the release of a 
publicity-blitzed movie,. “Pyar Ke Do 
Pal” (Two Moments of Love) in Bombay 
lastamonth, the cinema was:not full. That 
would have been unthinkable in the 1970s 
and early 1980s. Then, there were at least 











FROM OUR INDIA CORRESPON 


three smash hits a year. Last year, ther 
was only one—-Mr Raj Kapoor’s “Ran 
Teri Ganga Maili” (Ram, your Ganges i 
dirty). Now, 250 films are sitting in can 
waiting for somebody to buy them. Thre 
years ago, there was no such overhang 
Of the R3 billion ($240m) that was spen 
on movie production last year, R2 billio’ 
was recouped. When you count in othe 
expenses, the film industry has always log 
money, but the figures are getting worse 
90% of movies are now thought to mak 
losses. $ 

The problem is not that fewer peophk 
are going to the cinema. Attendances ar’ 
still increasing—-just. But the number € 
films being made is increasing by aroun 
8% a year, on the assumption. that thy 
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< STRATEGIES 

Eurobonds have grown from US$19.7bn 
in 1980 to US$137bn in 1985. 
Euronotes have risen from US$138m to 
US$58bn over the same period. 
The: big US commercial banks are 
increasingly committed to securities 
dealing while Japanese institutions are 
climbing the league tables mainly 
because of their aggressive pricing 
policies: .. 
Winners; not typically British merchant 
banks, . will be 
institutions willing to compete on a 
global basis. 
Databank’s 190 page report analyses 
how the competition is evolving in the 
context of the growing disintermediation 
and securitisation of the business. 
More details from: 
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ato 1990 


PROSPECTS FOR GROWTH 
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economies.in sub-Saharan Atrica? This report combines 
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audiences are rising as fast as they were in 
the 1970s (at around 7% a year). India 
has financed its loss-making movies be- 
cause it has a long tradition of rich mugs, 
who like being photographed with film 
stars. Mr Gulshan Rai, one of Bombay’s 
biggest producers, says “I asked a smug- 
gler why he wastes his money on films, 
when gold is a much better investment. 
He said that when people ask him what he 
does, he likes to be able to say he is in 
films.” 

Slowly, however, the mugs are wising 
up. The stock-exchange boom has provid- 
ed a more profitable place to invest hot 
money. Mr Rai has stopped making films, 
for the moment; Mr G. P. Sippy, produc- 
er of India’s all-time box-office champ 
(the curry western, “Sholay”, of 1974), 
has gone into television. 

Indeed, India’s government-controlled 
television is partly to blame for the film 
industry’s woes: it has begun to screen 


Dearth in Venice 


This year’s Venice Film Festival dis- 
played a yawning gap between the top 
half-dozen items and the host of minor, 
disappointing works which surrounded 
them. Tempers were not improved by 
scuffles at oversubscribed screenings, in- 
adequate earphone translations and a 
quirky jury, composed mainly of film 
makers, who left several of the more 
deserving films without a prize. 

One of the most popular, except with 
the jury, was Mr Bertrand Tavernier’s 
“Round Midnight”, a meditation on the 
life of a burnt-out sax player (Mr Dexter 
Gordon), based on the life stories of real 
jazzmen. Shooting in elegant colour and 
CinemaScope across a gleaming, rains- 
wept Parisian set by Mr Alexandre 
Trauner, Mr Tavernier shows feeling for 
the smoky, jazz-club milieu. Mr Gordon, 
with his hoarse, slow-burn voice and 
weary movements, takes over the film 
both dramatically and musically and Mr 
Tavernier’s depiction of his gradual dis- 
integration is moving. Beautifully shot 
and recorded jazz sessions make up for a 
few uncomfortable patches. There is a 
sharp cameo by the film maker, Mr 
Martin Scorsese, as an odious New York 
agent. 

Another French film, Mr Eric 
Rohmer’s “The Green Ray”, won the 
Golden Lion award. Continuing his 
“Comedies and Proverbs” series, this 
features another of Mr Rohmer’s vacil- 
lating heroines (Miss Marie Rivière), 
trying to find companionship on a holi- 
day and becoming involved with the 
wrong people. Liberally sprinkled with 
improvised dialogue (an unusual depar- 
ture for Mr Rohmer), it displays his 
usual cool wit and observation, yet it 
seemed a little thin compared with the 
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watchable programmes. People leave 
parties to watch “Buniyaad” (The Foun- 
dations), a 104-part soap opera about a 
family in Pakistan during partition. 
Though there are only around 9m televi- 
sion sets in India, there are ten viewers 
for every set and the number of sets is 
doubling each year. Television competes 
with films in two ways: it provides alter- 
natives (most of those who watch televi- 
sion are town-dwellers, who are also the 
cinema-goers) and it provides the same 
fare more cheaply. Viewers can hire a 
pirated video from one of India’s 200,000 
video parlours for a quarter of the price of 
a cinema ticket. Videotapes of films are 
pirated before the film itself is released, 
Pirated videos have harmed India’s 
film industry abroad as well as at home. 
Exports used to account for 15-17% of a 
film’s earnings but they have become 
negligible. In 1979, there were 154 cine- 
mas in Britain regularly screening films in 
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rest of the series. A third French entry. 
Mr Alain Resnais’s “Mélo™, was filmed 
theatre, based on an old play “Dreaming 
Lips’: its flat theatricality proved 
numbing. 

Miss Maria Luisa Bemberg’s Argen- 
tine “Miss Mary” features Miss Julie 
Christie as a poa determined governess 
who takes charge of the master’s chil- 
dren on a large country estate in 1938. 
The family is a kinky lot, obsessed by 
their own problems and wary of any 
change in their privileged lives. English 
puritanism and Spanish sensuality clash. 
Miss Mary finds herself drawn into an 
emotional trap. Miss Christie, after an 
over-intense beginning, slowly works her 
way into the character and makes the 


Hindi; now there are three. 

India’s film producers are fightin; 
back. Tough laws have been introducec 
against pirate videos (it has become ar 
offence even to watch one), but nobody 
expects them to be implemented. Ont 
producer tried to beat the pirates at thei) 
own game by releasing a video of his owr 
film, but the cinema-owners managed t 
stop him. Legal video parlours may be se 
up in the countryside, where there is i 
huge potential audience. 

What nobody has thought of changin; 
is the content of the films. Producer: 
would like to put in more sex and violence 
but the censors are stern. Kissing or 
screen is rarely allowed. Film makers rely 
on old recipes: curry westerns and tales oj 
tormented lovers, with song, dance, slap- 
stick, and a layer of syrupy sentiment, 
The future looks bleak. There are al 
present no new stories, no new stars, anc 
Mr Bachchan’s waistline is thickening. 


most of the acerbic dialogue. She re- 
members her time on the estate from the 
vantage point of 1945, which marked the 
coming to power of Peron, The film 
concludes by moving seamlessly from 
fiction into an uncertain future. 

Mr Marcello Mastroianni (speaking 
Greek) is the central figure of Mr Theo 
Angelopoulos’s “The Beekeeper”. Mr 
Mastroianni plays a man soured by a 
secret love for his daughter and now 
obsessed with his job as beehive atten- 
dant. Mr Angelopoulos follows this hol- 
low man as he drives from town to town, 
picks up a young girl and revisits his old 
haunts. But the director’s style, constant 
since “The Travelling Players”, has now 
modified, There are fewer long takes, 
the cutting is marginally sharper and 
there is more plot. Even so, “The Bee- 
keeper” still bears the stamp of his 
earlier films, thanks to the photography 
of Mr Giorgos Arvanitis. It includes 
brilliantly executed travelling shots, plus 
an emotional intensity that builds to a 
sombre climax set in a field of bees. 

Venice left its longest film to the end: 
Mr Luigi Comencini’s version of Miss 
Elsa Morante’s novel “La Storia”, lasts 
over four hours and caused more fierce 
debate than any other entry. Its narra- 
tive centres on a schoolteacher who 
bears a son after being raped by a 
German soldier and spends the war and 
its aftermath in trying to keep her family 
together. Miss Claudia Cardinale, degla- 
morised, gives the film a firm centre, 
although the younger son is a little too 
cute for some of the more painful scenes. 
Mr Comencini has always been a good 
storyteller; there are occasional lapses 
into war-film clichés, but the big set- 
pieces (life in a bombarded city, an 
evacuation scene on a station, the lyrical 
country excursions inflected with mo- 
ments of danger and death) are shot with 
clarity, vividness and economy. 
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Taking the GMAT or GRE HOME STUDY COURSE in econom- 
exams? ics. A 10+esson study that will throw 

: light on today’s balling problems, Tu- 

ws GAN help ition free—smail. charge for, materials. 


Write Henry George Institute, 5 E 44th 


Graduate Tutorials, GTAC Associates, hoki 
St, New York, NY 10077, USA. 


FREEPOST, London WI 488. 
Tek 01-9933984 


AN IMPORTANT TWO-DAY SEMINAR 
THE 


DESKTOP 
PUBLISHING 
REVOLUTION 


for brochure and further information 
call Chris White in London: 
01-871 2546 or telex 299180 


Speak a language | 


(THE GIFT OF A LIFETIME) 


why hot give yourself orsomeone close 
to you the chance to master a foreign 
language. Proven setf-instructional 
courses that really work, Full money: 
ni Dack guarantee if rot satisfied. . 


oo Choose from 106 courses in 
“m inchading: 

Arabie: German: Portugese Thal 
chinese italian Russian: Turkish 
Pench Japanese. Spanish urdu 
TEREE N : : se 
sod: Sate 08737 Kensington Church St 
kandan Wa Ai” (ISAT 1647 





Risk Management 
in Banking 


18-24 January 1987 
Programme Director - Professor Ingo Walter 


Deregulation in the financial services sector has 

stimulated innovation and new market structures, 

where risks are often unclear. 

There are new approaches to managing risk, and this 
programme will expose the latest academic concepts 

and the practical a plications. It will address such 

issues as asset liability management, credit risk 

analysis and the portfolio approach to exposure 

management, 

The poranne which is led by a very experienced 

faculty from INSEAD and the United States, is for 

those with significant operating responsibility, 

Treasury managers and those in charge of economics, 

planning or strategy will also benefit. 

A detailed brochure is available. Please contact: 

Sarah Lomax, Programme Secretary 

Risk Management in Banking 

INSEAD 

‘Boulevard de Constance 

F-77305 Fontainebleau, Cedex, France 

Telephone 331 60 72 42.08 

Telecopy 331 60 72 42 42 

~ Telex 690389F 




































x k 0 University 

1A" de la Romande 
A private non-traditional University 
offers degrees to mid-career adults 
entirely at hore and with full 
credits for life ‘career experience. 


PROGREMMES 






Master of Business Administration and 
Doctor of Business Administration. Op- 
tions available in Health Administration 
and in Sports Management. NORTH- 
LAND OPEN UNIVERSITY, GLEN- 
WOOD CENTRE, 210 AYLMER ROAD, 

MER, QUEBEC, CANADA, J9H 

(819) 684-8555. 

















Nell Gibson & Company, Dept E. 


AYL 
142. PO Bos 3. Sudbury. Suffolk, England. 









worth to you? 


Take your present salary and add two-thirds to it. 
That’s the difference an MBA can make... 

A recent survey showed this, which is some 
indication of how employers think of MBA 
graduates. 

- The University of Warwick and Wolsey Hall 
Oxford have joined forces to develop a distance 
learning MBA Degree Programme. 

It’s ideal for the busy person and won't interrupt 
your business career. 

You'll enjoy learning more and earning more. 


So telephone us or send the coupon now. 






























Wolsey Hall 
Oxford 


a OF WARWICK 





wes 


To: Mel Hirst MA, Director of the MBA Programme, School of 
Industrial & Business Studies, University of Warwick, Coventry 
CV47AL. Telephone: Coventry (0203) 523523 Ext. 2592 

Or: Kay Homer, Director of the MBA Programme. Dept. CA2, Wolsey 

Hall, Oxford OX2 6PR. ‘Telephone: Oxford (0865) 52200(24 hrs) 

Please send me more information on how to gain the University of 

Warwick Master of Business Administration degree by distance learning. 
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London, Paris, Madrid, Heidelberg, Strasbourg. | eR . UNIVERSITY DEGREE 
Schiller ENSE For Lite; academic & Work Experience 











° s : a“ . Degrees tor people who want to be more affective and 

International University Lie secure in their Jobs orProteasions. 
Associate, Bachelor & Master degrees in ~ ee Fama BACHELOR'S MASTER'S or POTTONATE Degras by 
BUSINESS ADMINISTRATION-HOTEL MANAGEMENT, brara Lely e hp at an peder aana 


seminars on business experiences.) Wo accept College credits: no 
matter when taken, No residency regui 
Our graduates are recognized for the their shievinints in business and 


LAW/PUBLIC ADMINISTRATION-INTERNATIONAL RELATIONS. 
Computer Studies, Pre-Eng/Pre-Med, Art, French, Spanish, German, 
English, College Prep. Courses. Language of instruction-English. 
@inter campus arid US transfer, @BBA & MBA evening classes in London, Paris & Heidelberg. Send detailed régumé.on work life and acaderiic experience tora no 
Schiller International University oust evaluation. 

Dept 03, 51-55 Waterloo Road, London SE1 8TX Tel:(01)928 8484 
Telex: 8812438 SCOL G. Accredited AICS, Washington DC, USA : PACIFIC WESTERN UNIVERSI T Y 





industry. We- will assist you in completing your degree requirements 
without formal classes of seminars at yout own pace and ne. 













University of 
California, Berkeley 







Sixth Annual 
Strategic Management Society 
Conference 
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“CULTURES & 
COMPETITIVE 
STRATEGIES” 


The international conference for; 
® Chief Executives 
@ General Managers 
© Corporate Planners 
® Academicians active in teaching 
and research on strategy 
@ Management Consultants 
© Government Officials concerned with strategy 


1987 Executive Education Programs 














Competitive Marketing Strategies 
January 11-16, 1987 
August 9-14, 1987 
Corporate Finance and Strategy - 
May 31-June 5, 1987 


Financial Decision Making 


for Public Utilities 
June 14-26, 1987 









Advanced Management Program 


for Caribbean Managers 
July 6-24, 1987, Kingston, Jamaica 









Management Development 
July 26-31, 1987 
Competitive Marketing 


of Services 
July 26-31, 1987 








For details send to: Ms. Neddy Campbell 
Department of Management Studies 
University of Hong Kong, Hong Kong 

Telephone: 5-8592267 Telex: 71919 CEREB HX 






Management Development for 


Engineers and Scientists in Asia 
August 2-14, 1987, Bangkok, Thailand 










Management Development for 


Engineers and Scientists 
September 17-25, 1987 


f 






The Executive Program 
October 4-30, 1987 
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i 
| # MA in international Relations offered by the 
| renowned London faculty of The University of 
| Si 
z * Courses include Int, Political Economy, 
| Foreign Policy Analysis, Strategy Int, Law, 
i 
EXECUTIVES. = foc: 

i Earn it in. London: * Students me uti Chiat Executives, Diplomatic 


| 

authern Caidornia’s School of int, Relations: | 

| DEGREE FOR | 
Mutnatena Enterprises. Area Studies, i 
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For reservations and further information: 
Dr. David H. Downes 
: Director, Executive Education 
Berkeley Business School, Dept. 181, University of California, 
| , Berkeley, California 94720, USA. 
| ssa pemene ee nL EO ‘Telephone: (415) 642-4735, Ext. 181 
; OE SA - Telex: 910-366-7114 uc BERK BERK 





evening seminars : Ofteciais, Professionals, Senior Miitary Officers. 
comed now from candidates holding a Bachelors Degree for September February, June entry 
course details to: NENE eset ou AERE sty 
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Export Credits Guarantee Department 


CHIEF EXECUTIVE 


Jack Gill, the present head of ECGD, is retiring shortly, and applications are invited for 
this important public appointment. 

ECGD is a Government Department and insures exporters and bankers against bad 
debts. The business is substantial with a total portfolio of some £30 billion. A current priority 
is a radical reform of operating procedures making full use of information technology and a 
reshaping of the structure and approach of the Department to foster a more commercial outlook. 

Candidates must have considerable administrative, financial and managerial experience 
gained in insurance, banking, accountancy or trade finance. Such experience is most likely to 
have been gained within the private sector. 

Present salary is £41,500 ~ £43,500. A salary above this could be considered if necessary 
for a candidate with exceptional qualifications or experience. 

Initial appointment is expected to be on a short-term contract or secondment basis for 
For 4 years with the possibility of extension or permanent appointment. 

For further details and an application form (to be returned. by 17 October 1986) write to 
Civil Service Commission, Alencon Link, Basingstoke, Hants RG21 1JB, or telephone Basingstoke 
(0256).468551 (answering service operates outside office hours.) Please quote ref: G/7006, 


The Civil Service is an equal opportunity employer 


Nuffield College intends to elect to one or 
Iwo research posts for a five-year inter- 
disciplinary study of franchising to be 
funded by Coca-Cola. The aim is to exam- 
ine the capacity of franchising to facilitate 
lacal capital formation and the internation- 
al transfer of know-how and relevant 
skills, with some emphasis on the legal 


and economic issues of the franchise 
relationship. 


The posts envisaged are one senior part- 
time and one junior full-time: but the 
College is not committed to this pattern. In 
the senior range @ successful candidate 
will be elected to a adage unless, in 
the. part-time case, already a Fellow of an 
Oxford College (when the election would 
de to Associate Membership). A more 
juntor candidate would be elected to a 
Research Fellowship or, in the first in- 
stance, as a Research Officer. 


„College's salary scale (effective since 

fil, 198) for full-time Research Fel- 

NS teaches the maximum of £16,760 at 

age 41, A-housing allowance is payable to 

a full-time. Fellow or Research Officer who 

does not have living accommodation in 
College. 


Particulars from. the Admissions Secre- 
tary, to whom application should be made 
by letter, with statement of qualifications, 
curriculum vitae, and list of piblenions: 
by Wednesday 8 October, 1986. 
































Euromoney seeks a dynamic, effective 
Editor 

forthe Euromoney Treasury Report, a monthly analysis and forecast 

of interest and exchange rates. Good economics degree, energy 

and enthusiasm necessary; some journalistic experience prefera- 


ble. Write with cv to Richard Ensor, Director, Euromoney Publica- 
tions PLC, Nestor House, Playhouse Yard, London EC4V 5EX, 


PAPUA NEW GUINEA 


_ DIRECTOR OF RESEARCH 


A small, privately funded economic icy research organisation seeks a 
successor for its retiring Director, Candidates should have experience at a senior 
lavel in academic research, government or business and: possess considerable 
skills in communication and policy advising. A mature or semi-retired person 
could be suitable for this post. The Institute of National Atlairs conduats policy 
studies, seminars and public lectures using, mainly, senior visiting academics 
from English-speaking countries. A vigorous publication and: policy advising 
program is maintained. i 

A package worth in excess of K50,000 (Sterling equivalent is approx. £31,600) 
inclusive.of 20 per cent tax free gratuity, married accommodation.and other usual 
expatriate benefits is offered. Applicants should sent full ev. including the names 
of three referees to: 

The President 


os Institute of National Affairs 
n Box 1530 
Port Moresby, Papua New Guinea 
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WEBSTER UNIVERSITY 
IN EUROPE 


Accredited by the North Central Association of Calleges and Schools. 
Evening and Daytime Classes. 

Master of Business Administration Degree 
Master of Arts Degree 


Monagement, Marketing, Business Administration, Computer Data 
Management, Human Resources Development, Economics and Finance, 
and International Relations, 
















RESERVE BANK OF FIJI 


SENIOR RESEARCH 
OFFICER 


_ The Reserve Bank of Fiji ig currently wishing to contact candidates of high 

< Calibre to embark upon a career inthe Research Department. The Bank is F Wank Torm Che nie 
interested in employing Fiji citizens working or studying overseas and wha Next 8-W eek Term Starts O ctober 27 
would like to return to Fiji. Preference will be giver to those who hold or will 


“hold a good Master's Degree or PhD in Economics, particularly those with x t sae E ONE 
“strong quantitative background. Salary togetherwith fringe benefits willbe | GREAT BRITAIN | NETHERLANDS | SWITZERLAND AUSTRIA 


attractive and commensurate with qualifications arid experience, Written 43 route de Caltex 
“applications giving full details of qualifications and experience together with 5 Grosvenor Gardens | Boommarkt 1 093 Bellevue. | Marokkanerg 16 
< copies of two testimonials should be addressed to the Governor, Reserve Landon SWIW OBD 33H EA Leiden "Gen w 1030 Vienna 


Bank of AR Gro Box 1220, Suva; Fii: Lk a Fel, (OL) 63077 71 TA (071) 144541 -Fia (022) 742452 Yel. (0222) 757502 
















Bachelor of Arts Degree 


Computer Studies, Management, International 
Studies, Anthropology, Sociology, and Psychology, 
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The Johns Hopkins University 
seeks new. 


DIRECTOR 


for its 31-year old Bologna Center in Italy, beginning on or about 
May 1, 1987, to succeed retiring director. Candidates should have 
a PhD or its.equivalent in international affairs, should speak ote or 
more European languages including, at a minimum, Italian, and 
should have demonstrated ability to manage and administer an 
international center which includes a student body of 130, a faculty 
of six resident and 25 part-time professors, and a staff of 25. The 
director must understand and be committed to Europe asa field of 
study and to the curriculum of the Johns Hopkins School of 
Advanced International Studies in Washington, DC, which admin- 


v isters the Bologna Center. He or she should be able to represent 


the Center in the Bologna community as well as with government 
and business leaders in Rome and elsewhere in Italy, and must be 
willing to raise funds for he Center. He or she should also be able 
to represent the Center in Washington with relevant US govern- 
ment officials (both the Italian and American government offer 
partial support for the Center's program). The appointment will be 
made by the president of Johns Hopkins upon the advice of the 
dean and the faculty of the School of Advanced International 
Studies. Salary will be commensurate with experience. 


Please send applications or inquiries to Mrs Kay Butler, 
executive assistant to the dean, School of Advanced Interna- 
tional Studies, 1740 Massachusetts Ave, NW, Washington, DC 
20036, no later than November 15, 1986. (The Johns Hopkins 
University is an affirmative action/'squal. opportunity 
employer.) 





PUBLICATION 





Textile Outlook 
International 


Essential business and market analysis for the world’s fibre textile and 
apparel industries. A year’s subscription will bring you reports on: 





© protiles of the world's major texte companies 
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EMPLOYMENT INSTITUIE 
RESEARCH FELLOW/ 
ECONOMIST 


Applications are invited for two posts at the 
Employment Institute. Responsibilities will 
include: specific research projects on the 
outlook for employment under alternative 
policies and the extension. of special employ- 
ment programmes. Contributions will also be 
made. to the general monitoring work of the 
{stitution on the performance of the econo- 
my and the labour market. 
Applicants should have strong analytical 
back ds in either macroeconomics or 
the labour market and: in econometrics, 
together: with demonstrable ability and ex: 
pariones Within university lecturer or sentor 
lecturer scale. 
Please write specifying interests, experience, 
qualifications and availability and naming two 
referees to the Director, Jon Shields at the 
ge „institute, Southbank House; 
Black Prince Road, London SE1 78J, or 
telephone 01-735 0777. 


ECONOMIST 


The Building Societies 
_ Association 


The Building Societies Association 
wishes to recruit an economist with 
two or three years postgraduate. 
experience preferably gained with 
a financial institution. The person 
appointed will be expected to make 
an immediate contribution to the 
association's publications and to 
prepare internal papers on issues 
affecting the savings, housing and 
housing finance markets. The suc- 
cessful: candidate will, therefore, 
need tobe able to communicate 
effectively, both orally and in writ- 
ing, with non-economists at all 
levels, 
The starting salary will be around 
£11,000 per annum with additional 
benefits. including a non-contribu- 
tory pension fund and advanta- 
gous mortgage facilities. 

lease write with full cv to Jane 
Jones, Staff Relations Officer, 


University of Hong Kong — 
LECTURERS IN ECONOMICS 


Applicants should have appropria 
qualifications including relevant expe: 
ence in teaching and research. Prefe 
ence will be given to applicants with 
special interest in one or more of tt 
following fields: Monetary Economic 
international Finance; Chines 
Economy. 


Annual salary (superannuable) is on 4 
11-point scale: HK$176,880-295,6& 
(approx £14,740-£24,640); . sterlir 
equivalent as at June. 18, 1986. Stai 
ing salary will depend on qualificatior 
and experience. At current rates, sal 
ries tax will not exceed 17% of gro: 
income. Housing benefits at a rental 
73% of salary, children’s educati¢ 
allowances, leave, and medical ben: 
fits are provided. 


Further particulars and applicati 
forms may be obtained from the 4 





tary General, Association of Co 
wealth Universities (Appts), 36 Go 
Square, Londen: WC1H OPF, or fre 
the Appointments Unit, Secretary 
Office, University of Hong Kong, Hoi 
Kong. Closes 1 December 1986. 

















NUFFIELD COLLEGE 
OXFORD OX1 1NF 


PRIZE RESEARCH 
FELLOWSHIPS 


Applications are invited. fram men and women 
paoues wishing to undertake research ir 
conomics, Politics, Sociology freudig 
some aspects of Social Psychology), Recan! 
Economic, Social or Political History, Indus» 
trial Relations. Management Studies, Public 
and Social Administration, international and 
Public Law. To be eligible candidates must be 
not more than five years beyond graduation ow 
at a comparable stage in their academic 
carers; The Felfowships will be tor two years 

only 


@ consumer market resgardar : | 
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The Building Societies Associa- 
tion, 3 Savile Row, London W1X 
TAF, by 3 October 1986. 






Particulars and forms from the Admissions 
Secretary. Applications by 1 Nove 
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The latest issue includes: 
P The Turkish textile industry ~ what are its strengths and weaknesses? 
Which products and markets are being targeted forexport growth? 


> High technology in the clothing industry. How are'the clothing 
industries of the USA and Western Europe adapting to compete 
with low cost imports? 


b Profile of Coats Viyella: this newly formed textile group is one of the 
largest in the world, How is it gearing up to take advantage of its 
international opportunities? à 

Subscribe now! Your competitors in 56 countries are already doing so! 
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| Chair in Marketing 
To co-ordinate the teaching of marketing at 
undergraduate, postgraduate and post-experience 
: Jevels and to exercise research leadership. Candidates 
should possess both academic and business experience 
and an outstanding record.in at least one. 
Further particulars including conditions. of service and 
salary, details may. be obtained from the Registrar & 
Secretary, University of Bradford, West Yorkshire, BD7 
1DP. Closing. date for receipt of applications:.is 31 
October, 1986. An equal opportunity employer. Informal 
enquiries. may be made of Professor J C--Higgins, 
Director of the Management Centre. 
Dri 
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Registered office: 35 St James's Street, Londona SWIA IRO Remsteredia Londen No, P7807 | 


Please enter an annual subscription (6 issues) to Textile Outlook International 
Price including postage: OUK £8 O Europe £201 O North America US$484 
OQ) Restof World £211 
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NATIONAL INSTITUTE OF 
ECONOMIC. AND SOCIAL 
RESEARCH 


ancccrous ees || BATH COLLEGE 
sist team investigating productivity. dit- [> 3 . 





INTERNATIONAL 
PRESS INSTITUTE 


Require a 

SENIOR SECRETARY/PA 

For the Director of London Secretariat 
First-class skills in shorthand/yping, 
word processing and telex are essential, 
Experience in congress organisation is 
useful and a knowlege of Spanish and/or 
French would be an advantage. 

pease write. together with full CV to: 


INTERNATIONAL PRESS INSTITUTE 
DILKE HOUSE 

MALET STREET 

LONDON WC1E 7JA 
‘(marking envelope “personal ') 







terences between Britain, France and 
Germany. Knowledge of French or 
German an advantage. 


Salary will be on the scale £8,678- 
£12,660 plus £1,365 Lendon Allow- 
ance. The appointmentis for two years. 


Applications with: full curriculum vitae 
and the names of two academic refer- 
ees by 10 October to the Secretary, 
National institute of Economic and So- 
cial Research, 2 Dean Trench Street, 
Smith Square, London SW1P 3HE. 






















Appointment from January 1987 


Lecturer ll/Senior Lecturer 
in Marketing/Management 


Graduate with a higher degree and/or protessional experience required to join a lively 
progressive Faculty and contribute to multidisciplinary Home Economics BSc (Hons) 
and Dip HE courses. Responsbilities will include teaching and consultancy work, 
Salary scale: LIVSL:  LIFEB,595 to £13,656 p.a. 
SL £12,615 to £15,873 p.a. 
Further details from the Administrative Assistant, Bath College of Higher Education, 
Newton Park, Newton St. Log, Bath BAZ 9BN Tel: 02217 3701. 
Closing date for applications: 30 September 1986 
Tenure-track Avon is an equal opportunities employer, 
12 month assistant 
or iate próf hi 
in international ina etd enna 4 rarely r " 
oi asp onsibilities k j “ 
wnant noi a sttong raea, programme reim BUSINESS & PERSONAL 
ml gaaat aladani research arc acia a 
a) 
Ge graduate ag undergraduate ievel. Gunica UNIVERSITY OF WARWICK 
Hoss ncitide a in agricultural ecanomics P ` S Š : 
eaanorncs wih strong background m theory, matt. || inistitute for Employment Research AFRICA LOW COST Flight'specialists. | YOUR OFFICE in Israel. All types of 
coach inert racresconome wes ot dove, RESEARCH FELLOW/ASSOCIATE African World Travel Services, 01-734 | business office, facilities and all kinds 
COS, rience i OOF is 7 Y 4 vy 
research is important along wi a COMO to 7181, 734 7182, 5th Floor, Radnor | of special services. Hadar, PO Box 


Applications are invited for a research : i 
gcholarshi mahi Be prodactivity In the araa of d develo , appointment in the Institute. Candi- House, 93 Regent St, London W1. $42, Eilat, israel. Telex 7743 HADAR. 


tate with background and experience, Attractive 
tringo a aa Bond n lone dates should have a good degree in 


vita. transcripts, samples of published work, and mics .or.rel , prefera- 
nacripis, Samele Baas wori, gad econo elated subject, prefera 


to: Dr J. Kalter, Dapartment at Agric of Agriculture Je DY: grar (Gl, manne mamanraenarmaoea 
al Economics, Cornell University; Ithaca NY FT inte d a i 
14853-7801. - E TEE ` $ 


a rana it FUTURES TRADING 4 
ra setae Se WITHOUT RISK 


A 7 I 
A geass pn twee mGa) Bene Futures trading with a full capital guarantee 


(minimum investment U.S. $20,000). 
Write today for a FREE brochure 






































































| The Research 


Applications, enclosing cv and giving 
Institute for 


the names of three referees, should be 
























Management made to the Director, institute for Em- $ 
VB Science (RVB), ployment Research, University of War- | and Winct include your telephone number. 
DE Lr T Delft, The Nether- wick, Coventry CV4:7AL. The closing Winchester Lite Assurance 
lands, offers: date for applications is Friday 3 Octo- Services ces ŠA De ig ae 
Bec lses ife 3 B- 1050 Brussels. Bo Belgium, 
FOOD SECTOR TECHNOLOGY Wine hester LIMITED Telex: 64978 dunn b a 
AND MANAGEMENT eens with the Dunn & Hargitt International Group 
P A TRAINING PROGRAMME 
FOR MANAGERS AND ENGLISH for foreign-students. Begin- | SPEECH WRITER, editor, coach. Ex- 
FOOD TECHNOLOGISTS te ners to University Entrance. Oxbridge | ecutives/professionals/politicians. . . , 
FROM DEVELOPING Economic consultancy seeks experience. 01-994 1574. | Professional speech, writing, editing 





and coaching available. Write to Box 
No 3498, The Economist Newspaper 
Ltd. 
















COUNTRIES | GRADUATE 


A three months diploma course at post- with at least one good degree 

graduate level. in economics, lucid prose 
~ Delt, March 9-June 11, 1987 style, and high degree of nu- 
meracy. Desirable, but not 













THE 
ECONOMIST 





























































Course contents: essential, qualifications in- For information about 
* Identification and selection of suit- clude knowledge of foreign classified advertising APPOINTMENT 

able technologies in the fond-sector, languages and of economet- ‘ pat WANTED 
* ono aw meman | | | Sf incertae eae ii 

ton of international markets for chat ne 
* ii pan peri and: exposure ee Tee ial The eaer Lid irda Leb addi aged 45, Ser- 
i raw materials, and the ap- 25 St a's Street -Dg j i ‘ ic fi 

* Plan. of action, and ‘Presentation: pointee will initially assist in ett IHG 2o m roatan, English and Arabie filent 





French knowledge experienced on, 
construction management, Contract 
Administration, Co-ordination and 
Headquarters management of Pro- 


before expert audience. work on natural and syn- 


: Telephone: 01-839 7000 
Ca For: further information || | thetic rubber, Profit sharing, 


Telex: 24344 ECON G 


a 4 a i z or 
please write or telex to: 1-4 4 contributory pension Margaret Medlock 


Dr. R. Wirtz, Head EDP, | | | Scheme. Please send CVs to: The Economist Newspaper Lid jects, séeks position anywhere prefera- 
nV pit Pod Box Le p rector of Research, Lan- 10 Rockefeller Plaza bly Australia, New Zealand. Box 3497, 
EL PT ne Netheriands, A P : a a hia Sel 180 : The Economist Newspaper, 25 St 
<: Telex 38323 AVE NL | London WLP ne ee eee o Telex MBI 5. James s Street, London SWIA IHG. 


















_ INTERNATIONAL PROPERTY 








JOJOBA FARM 


BAHIA, BRAZIL 
5,000 hectares. Top Quality. 


400,000 US Dollars. 


COFFEE FARM 


BAHIA, BRAZIL 


560 hectares. 200,000 Producing 
Plants. Model Plantation with all ame- 
nities. House, Depot, New Machinery. 


1,100,000 US Dollars. 


NEW SEA-FRONT 
HOTEL | 
BAHIA, BRAZIL 


5-star, with all facilities. Pool, Tennis, 
Restaurant, Bar. Capacity 5C guests. 
All rooms feature TV and kitchen. 
Possibilities for expansion. 
Enquiries ta: 

WORLD GATE 

INVESTMENT, 
19 ACADEMY STREET, 

INVERNESS 
IV1 LN. 











AI ROHER 
HEHE 


A 


The closer you look at property the more vou see REKONI 


ST. QUINTIN- CHARTERED SURVEYORS- CITY OFFICE: 








TELEPHONE: 01-236 4040 TELEX 8812619 





HOW TO OWN A RANCH 
FOR LOVE AND MONEY 


A thoughtful approach to purchasing and 
managing farm and ranch property: for 


the serious investor. For brochure write 
or call: 
J. K. JOHNSON, 701 MILLER DR 


AVIS, CALIFORNIA 95616 
TELEPHONE (916) 758-8769 





HOLIDAY HOME INVESTMENT 
From £23,950 
ST IVES/PENZANCE 


Only 5 remain of our final vi , 2 bedroomed 
cottages in grounds of Tudor anor. Full Man- 
agement services, Self-tinancing. Bars. Carvery. 


re complex 
KENEGIE| MANOR 
GULVAL, NCE 
Tel: (0736) 66671 


SWITZERLAND 
LAKE GENEVA/MOUNTAINS 


Fine selection of apartments and. cha- 
lets available with: authorisation for for- 
eigners. Reasonably: priced, Excellent 
terms. Visits also on weekends -by 
appointment 

GLOBE PLANS.A,, Av. Mon-Repos 24, 
CH-1005 Lausanne, Switzerland. Tele- 
phone: (21) 22 35 12. Telex 25185 
melis ch. 





SCOTTISH SPORTING ESTATE 


Aunique opportunity for a few select individuals (maximum of 10) 
to buy a share in a prestigious Scottish sporting estate: 


Fishing, Shooting, Stalking. 
A wonderful opportunity for the lucky few. 


Write for details to: 
McQuitty Solicitors, 50:Crossgate, Cupar, Fife. Tel: 0764 2608 

















_REVAC S.A, 





: SWITZERLAND 

Sale to foreigners authorized 

Buy your STUDIO, APARTMENT or CHALET on LAKE GENEVA, MONTREUX 
or in one of these prestigious summer and winter-ski resorts: CRANS-MONTANA, 
VERBIER; VILLARS, LES DIABLERETS, CHATEAU-D’OEX/GSTAAD & JURA 
= from Sir, 110°000.-- 60% credit at 612% interest for 5/20 years. 

52, rue de Montbrillant 
CH-1202 GENEVA 





afe i 





Tél. 44-22/34.15 40 
© Telex 22030 








BUSINESS OPPORTUNITY 















CITY OF WAKEFIELD 
METROPOLITAN 
DISTRICT COUNCIL 


PRELIMINARY 
ANNOUNCEMENT 


The Council in conjunction with the West 

-Yorkshire Waste Management Joint _. 
Committee and with the support of the 
Department of the Environment invites 

initial expressions of interest from parties 
wishing to invest in land reclamation, 

waste disposal, landfill gas in participation 

in 

























-THE WELBECK RECLAMATION AND 
os, LANDFILL PROJECT 


This is a major long-term development 

involving the reclamation of one square 

mile of the Lower Calder Valley through 
the co-disposal of colliery spoil and 
controlled waste in a new land-form. 















For background information and 
; submission procedures please write by 
- -10 October, 1986 to 
= CHIEF EXECUTIVE | 
Town Hali, Wakefield, West Yorkshire 
WF 2HQ England 
Telephone: 0924 370211, ext 7084 
Fax: 0924 370211, ext 7067 





3USINESS & PERSONAL 





APITAL CVs prepare high quality 
wicula vitae. Tel: 01-607 7905 for 
tails. 


UTHORS! Send Your Manuscripts. 


‘ographical, Fiction, Travel, Poetry, 
c for Book Publication. Reasonable 
rms, Stockwell, Dept 75, lifracombe, 
avon, England. (Estd 1898). 











WORK ABROAD 


Newsletter listing openings $5, Directory of 
Hiring Agencies $7. US companies abroad; 
complate list; what they do. $20 per country. 
Total Jobsearch Catalog Domestic/Foreign 
Free. 


MR INFORMATION 
PO Box 955-472, Ganges, 
BC, Canada VOS 1E0 


OVER 100 RADIO SHOWS 
“Reach All of the Major American Cities 
with our Armchair Tour" Appear as a 
guest on Major Talk Shows Across the 
b: Promote your book, product, or ser- 










e, Reach several million consumers. 
mp pearance guaranteed. 
n 212) 807-8555 





US IMMIGRATION OPTIONS 


us Atomoye provide confidentia! computer- 
assisted evaluation of your options for US 
residence. 


Free information: 
Immigration Associates 

PO Box 925, 1476 W. State 

Saem, Utah 84653 USA 

Telephone 801-423-1787 


HOW TO 
IMMIGRATE 


USA, Canada, Australia, UK, Switzerland ete.. Job 
Fasten. business opportunities + much more, 


inique report fi les B39. 
Further detaits mvesvEC4, Box 158, London 
Eta ano. Talep Telephone: (iN 282 8028, Telex: 266266. 


PATENTS 


‘of any kind:trom any country will be bought by 
enthusiast, Good prices paid for expired as 
J as current patents. 





contact; 
Miss J, Grigoleit 


Weston Road 
Stough, Barks SLI 4HR 
nited Kingi 
Telephone (0753) 24131 


47% profit 
to our investors 


Please contact us for a copy 
of the investors 1985 Finan- 
celal Statement audited by 
leading international char- 
tered accountants: 
We are exchange advisers. 
Our investors also made. prof- 
its in 1982, 1983 and 1984 of 
52%, 41% and 43% 
respectively, 

Tox Associates Aps. 
- DK 3080, Tikob, Denmark. 
Tel: 2 24 80-85. Fax: 2 10 10 64 


Waondon New York Chicago 














US IMMIGRATION 


Obtain doth US residency. and excellent 
financial returns through US. investments, 
company transfers, empldymibnt,..etc. ALL 
MATTERS HANDLED BY LICENSED US 
ATTORNEY. Visiting Europe and Asia in 
October, 


Contact: Edward P. Gallagher, Attorney- 
at-Law, PO Box 70302, Washington, DC 
20088 (USA). Tel: 304-951-9616. 


GEOLOGICAL 
CONSULTANT 


Mining geologist, PhO, 18 years international experi- 

ence, will undertake assignments iiet. unbiased review 

at kr North or South American mining investments. 
Deutsch, Español, Portugués. 





Dr Fred Barnard, 1835 Alkire St, Gaiden, Colorade 
peT, s USA. Tel: (303) 232-1553, Telex: 296466 


COMPUTER MODELLING 


Computer Simulation and Systems Dy- 
namics Modelling can assist in all 
financial and corporate planning, as 
well as scientific and technical prob- 
lems, For further information contact: 


BRUNDEAN Lid, 16 Jacobs Well Mews, 
the torr W1. 
Tı 01-675 1185 Telex 8811725 


YOUR OFFICE 
IN AFRICA 


Futh serviced city 
centre office & workstations. 


‘PRESTIGE BUSINESS SERVICE 


‘Box 5498 Harare, Zimbabwe 
Tel: 263-0-706171/2/3 
Tx: 2195 JHAPBS ZW 


AGENTS. 
REQUIRED 
We would like to talk 
TO YOU 
If you or your company are: 
1. Financial Consultants 
2. Investment Brokers 
_We are looking worldwide 


FOR AGENTS TO 
REPRESENT US 


We have. an established history of suc- 
cess in Commadity:Fund Management 
and now we wish to talk seriously with 
people who would like to be involved 
in 
a company with management experience 
based in the City of Landon and backed 
by two centuries of trading 
offering 
managed funds that have outperformed 
all our competitors: 
together with 
very attractive commission incentive 
earnings and excellent sales support 
from Head Office, 
if you. wish to hear further on the 
terms of an agency agreement with 
us please write to: 
Box.3463 
The Economist 
-25 St James's Street, 
London SW1A1HG 





OVERSEAS POSITIONS 


Hundreds of top paying positions available 
now. Tax-free incomes. Many attractive 
benefits. Opportunities for all occupations, 
skilled trades, professionals, manage- 
ment, technical personne! ete. 

For free information about our publica- 
ul write: 


eens PO "Sox Ho, 


EMIGRATION TO 
THE UK 


Permanent resident status can be 
available for businessmen who are 
willing to work and invest in the UK. 
We provide a complete and profes- 
sional service for such clients. 


DAVID GARRICK 
39 Queen Anne Street, 
| London WIM SFA 
| Tel: London 486 8142 
: Telex: 8954102 














y, Town of Mount Roya, 





SWISS HANDLING OF 
INTERNATIONAL 
TRANSACTIONS 


The key company for: 
ot morona transactions 
opirao 


LEARN TO SPEAK FRENCH 
BY TOTAL NATURAL IMMERSION 


with French participants tor 7 
intensive days in the DORDOGNE 
Chàteau LA VALOUZE 
tel. 539144 28).L Lefèvre CIEL.BE 180 
24490 LA ROCHE CHALAIS . France 


















DE BERIG SA 
13 Avenue Krieg 
Geneva, Switzerland 
Tel: 47 59 80 
Telex: 421808 DEB CH 





SEND WATCHES OR JEWELLERY BY REGISTERED 
POST OR COME IN FOR A FREE APPRAISAL 


TIME IS MONEY 


We'll buy. Austin Kaye pay top prices for good used watches, 
especially Rolex, Moonphase, gr. m 

Audemars, Piaget, Cartier. 

Vacheron, Patek and 6 1 
gold Repeater pocket [> gJs e 


watches. Est 40 
years in 


The Strand | af ma P, 
kuia o N 3 roay wy 
AUSTIN KAYE E a 
“where | out with more in Ki. | { TOP PRICES PAID 
money than or walked in with with’ | 408 i na Lee on WCZRONE || FORFINE 
OPEN MON-FRI SAlam: Kipr, SATS 9-30am-540nen: Ai l: 01-240 1888/2343 || JEWELLERY 









A £5,000 into 





£64,000 injust5 years deducted at source 
A Fully audited track A Limited liability 
record Minimum investment 

A Futures managed » £5,000 or sterling 
account programme equivalent 

$ Please send a Jeni ee abe ela Programme vm 
i Nome 

I Address es AW... A 








i. CSTC-LID 


a Post Code. 








Bo ses st i's A: se 


ia 

i 

I 

§ Telephone 
! 

i 

h! 


Computer System Trading Company Ltd. 5-9 Hatton Wall Londen ECIN 8HXsa 
pen Toi O) 405 8494 Milelex 22553. CSIC Mi Fox. 01-405 7419 


HBS) 









Market Makers 


Primary Dealer in 
¢ U.S. Government Securities 
Also specializing in: 

e Financial Futures 
e Fixed Income Options 
e Money Market Instruments 






LONDON 


6 Bevis Marks TOKYO 
London, England EC3 7JQ Kokusai Building 
iy, Tel. 441-621-4226 1-1, Marunouchi 3-chome 
Chiyoda - ku Tokyo 100 Japan 
Tel. 813-282-0641 i 


CARROLL McENTEE & McGINLEY INCORPORATED 
A CM&M Group Company 
40 Wall Street, New York, NY 10005 (212) 825-3850 


member: HongkongBank group 















SUTPUT, DEMAND AND JOBS America's industrial output grew 0.2% in August, 
‘or a 12-month rise of only 0.3%. in the year to. July, Japan’s industrial output did 
worse, falling 1.5%. Over the same period Britain's went up 2.4%, and Sweden's 
0.4%. In the year to April, Spain beat them all, with a rise in industrial production of 
12.8%; but in August its unemployment rate was still 20.4%, even higher than last 
year's 19.9%, The volume of retail sales in Britain went up 4.6% in the year to August. 
% change at annual rate 

industrial production 
3mthst 1 year 


retail sales 
Gmthst 1year 


GNP/GDP 
3mthst 1 year 


unemployment % rate 
latest year ago 


€ + 15. ; , 
p B5 2a F] 5 (6) +10.3 “46 8) T = 
Walucindexdefatedbycr. SSS — po = 


Seu SNA IOI IN TEI EE DR TT ERENCE TEST IE OR LT 
PRICES AND WAGES America's wholesale prices were 1.7% lower in August than 
a year earlier; in the same month its average hourly earnings went up by 0.2%, for a 
rise of 2.2% over August 1985. Also in August, the 12-month rate of consumer-price 
inflation was unchanged both in France (at 2.0%, down from 5.6% in August 1985) 
and in Britain (at 2.4%, compared with 6.2% a year before). 





% change at annual rate 


wholesale prices* 
3 mthst 1 year 


wages/earningst 
3mthst 














psa e+ 
HHourh y wage rates in manufacturing except Australia, weekly earni 
j nada, Sweden and USA, hourly enning. UK. monthly earnings toral 















T FOCUS: POPULATION There are 1.3 
billion more people on the planet than 
nin 1965, and nine out of every ten of 
-those extra bodies are in developing 
< countries. In 1984, half of the world's 
population of 4.8 billion had an aver- 
age annual income of less than $400 
per person. Over the next decade, 
population growth should slow in the 
countries where they live to 1.8% a 
year, compared with 2.3% a year 
-during the past 20. years. Even so, 
their numbers will swell by 700m be- 
fore the century is out: The population 
“ot the better-off developing countries 
‘Is expected to grow by 2.1% a year, East European 
-compared with 0.5% in the industrial 


Shares of total population 
by country group, 1984 
Low income 


Middle 
income 





industrial 























ECONOMIC AND FINANCIAL INDICATORS 1 





Middle-income 








THE ECONOMIST COMMODITY PRICE 
INDEX. Coffee prices soared to four- 
month highs. of over 180 cents a Ib this 
week, after Brazil announced that it would 
have to import up to 1.5m bags of coffee to 
satisfy the home market. Hit by drought, 
Brazil's 1986 crop is expected to be only 
11.2m bags, a third of normal, and the 
second smallest crop ever. Theimports will 
probably be low-grade robusta coffee, 
mostly for the soluble coffee industry. They 
will enable Brazil to meet its export commit- 
ments for arabica coffee. Prices could go 
higher still when roasters, in the United 
States and Europe, begin to stock up 
ahead of peak winter demand. 








1980= 100 % change on 
Sept 9 Sept 16 one one 
(provisional) month year 
Dollar index 
All items 76.0 76.7 +29 +72 
Food 80.8 82.0 +02 + 64 
industrial 
All 69.9 70.3 +54 + 57 
Niat 76.7 76.7 +39 + 76 
Metals 64.6 65.3 +60 + 43 
Sterling index 
Allitems 119.0 120.8 +47 ~ 27 
Food 126.5 129.0 +20 ~ 3.5 
Industrial 
109.4 110.6 +69 ~ 41 
424.1 120.8 +57 ~ 24 
101.3 102.8 +78 ~ 53 
82.0 82.8 +34 - 93 
87.2 88.4 +04 -100 
75.4 75.8 + 63 -406 
82.8 82.8 +40 - 90 
69.8 70.5 + 62 117 
$ per oz 412.00 415.50 +82 +295 
Crude oil North. Sea Brent 
$ per barrel 14.50 13.55 ~ 566  ~-50.6 
tNon-food agriculturais. 
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FOCUS: ASIAN BOURSES This 
year, Hongkong has overtaken Singa- 
- pore as the biggest stockmarket of the 
Asian Nics, as measured by market 
capitalisation. The total value of com- 
panies traded on the Hongkong mar- 
ket reached $40.1 billion at the end of 
August, more than three times greater 
than ten years. ago. That is still tiny 
compared with Japan, Asia's biggest 
market, which has a total capitalisa- 
tion of $1,428 billion. Although Hong- 
kong. tops the league in terms of 
capitalisation, it has only 253 quoted 
companies. South Korea has 345. 
The average capitalisation of Hong- 
kong firms is $158m compared with 
only $35m in South Korea. The num- 
ber of companies quoted in the Philip- 
pines has fallen since 1983 from 207 
to 137. 


Number of quoted companies 
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Trade balance"* 
$bn 





latest 12 
months 


latest 






Australia 


current- 

account 
balance $bn 

latest 12 mths 


WORLD BOURSES September 11th was Black Thursday on Wall Street, when 
prices fell 44% on fears of faster inflation. The panic spread to London and Tokyo; both 
took a hammering. Shares on all three bourses fell more than 5% in the week. 

Stock price indices % Change on 





Sep 1986 one one record 31/12/85 
16 high low week year high in locat ing 
currency terms 


1222.1 1247.0 1010.8 + 21.7 + 11.5 


Australia 











3770 A25 2678 
1762.4 























MONEY AND INTEREST RATES America’s monetary growth accelerated in the 
year to August; the broad measure went up 8.6%, and the narrow 13.7%. Banks ir 
France, Sweden and Switzerland cut their prime lending rates. 


Money supply Interest rates % p.a. (Tuesday, except bonds which are previous Friday) 
% rise on year ago Money market Commercial banks Bond yields Eurocurrenicy 
Narrow Broad} Overnight 3months Prime Deposits Gov't Corporate Deposits Bonds 
(M1) lending 3 months long-term 3 months 





17,25 


3) 5.55 


17.80 

















{125 


Other key rates in London 3-mth Treasury Bills 9.6%, 7-day Interbank 9.3%, clearing banks’ 7-day notice 4.4% 
Eurodollar rates (Libor): 3 mths 6.1%, 6 mths 6.1%. 






the year to June (up from $125.2 billion in the year to March). In August, Australia’s 12-month current-account deficit wa 
unchanged at US$9.6 billion; but France’s 12-month visible-trade deficit narrowed to $1.7 billion. In trade-weighted terms, thi 
dollar was almost unchanged during the week, the D-mark gained 0.4%, sterling and the yen both fell 0.7%. 


Trade-weightedt currency units per $ currency units 


foreign reserves ft 
exchange rate ` fbn 









latest year ago latest year ago par£ perSDR — -per ecu July year ago 
6 193 63 BB 








Belgium + 0.06 
Canada . 


4,60. 46 2.37 









































COUPON. THEN FILL 
IN CHEQUES FROM 
A DEPOSIT ACCOUNT 
THAT PAYS OVER — 













In Kinshasa 
the city’s number one 
meeting place is also 
its most luxurious hotel. 


















HOTEL 
INTER* CONTINENTAL 
KINSHASA 


If you have sterling funds to invest, find out about the 
Sterling Money Account managed by offshore bankers, 
Tyndall & Co (Isle of Man) Ltd. 


You earn high interest (the result of Tyndall Group's 
muscle in the money market) and enjoy the convenience 
ofa cheque book for all normal banking services, including 
instant access to your funds, and payment of large bills 
(minimum cheque £250). The account can also be used for 
standing orders. 


Investment is in UK banks, local authorities and 
building societies. Interest is credited four times a year, with 
the interest itself earning interest to give you an even higher | 
return (currently 9.71%). Post the coupon for details. 


* Rate at time of going to press. 


E “To Tyndall & Co. (Isle of Man) Ltd, Dept 
PO Box 62, Tyndall House, Kensington Rd, Douglas, 
| Isle of Man, U.K. Tel: (0624) 29201. Telex: 628732. 
























Please send me details of Tyndall Money 
Accounts. Sterling US Dollar O 


| | 
| Name | 


| Address 
| 





THE ADVANTAGE IS INTER-CONTINENTAI® 


HOTELS 


Avenue-Batetela-Kinshasa/Gombe, P.O, Box 9535, 27284, 
Telex: 21212. 
















For reservations at over 80 superb. hotels around the world” 
call your travel agent, your nearest InterContinental Hotel 
or sales office. 









If you’ve been to The Californias lately, you know there’s a new 
momentum, a new attitude that has made change a part of public 
policy and public policy a part of change. 

Yes, The Californias comprise the world’s seventh largest 
economy. And, yes, we may be the fourth largest by the year 2000. 
But it won’t be because we're lucky or nice. It will be because we 
made it happen. 

Were taking care of business. Were making it easier. 

Maybe that’s why nearly thirteen hundred companies have 
located or expanded here in the last three years. 

The signs are everywhere, . IR RE .. 
and they all say the same thing. | | le Califor | | aS d 
They all Say “Go” California Department of Commerce 


Office of Business Development, PO. Box 9278, Dept. 55B 
Van Nuys, CA 91409 



























The Californias put 
more money into its 
public education systen 
grammar schools, high 
schools, universities anc 
oi post-graduate schools- 
“cc @ than any other state. 
__ Maenarics : We'll spend $21.6 
ities F æ billion this year Tha. 
a 385% increase over 
three years ago. > 
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‘alifornians bought 
tore retail goods in 
985 than Texas, 
irkansas, Louisiana, 
nd Oklahoma. 
combined. Over $160 
illion. (That’s up 40% 
com 1980.) The state’s 
stal personal income 
w 1986 is forecast to 
row 20% faster than 
1e rest of the nation. 


t takes a real leader 
o say this: The 
valifornias 
we #25. In 
werall tax 
wurden. In 
975, we | 
vere #4, |e 
Ne had a 

lion and a 
lf dollar deficit 
11982. Now we‘ 
‘ave. almost a billion 
'ollar surplus. 
Vithout a general tax 
acrease. 





























The Californias 
have seen nearly $35 
billion of new 
commercial and 
industrial construction 
since 1980. But we still 
have all the land you 
need, at every price— 
including more fully- 
improved business parks 
than anywhere else in 
the world. 


The Californias will spend 
$3 billion on streets, 
sewers, water delivery and 
related infrastructure this 
year. That’s 1/3 more 
than 1984. (And an 
additional $16 

— billion expenditure 

before 1990 has 
been proposed.) 

















If you've priced 
Office space in 
London, Tokyo or 
New York lately, 
$50 per square 
foot per year 
won't surprise 
you. Compare 
that with a 
ringside seat on 
The Pacific 
Rim for just 
$26 or $30 in 
Los Angeles 
or San | 
Francisco. 



























































piia 











~ Scotch Whisky 


è 


Distilled, blended and bottled in Scotland, 





CHINESE MIRACLE? 
~ CURRENCIES UNCALMED 


OOII LAA RUSH FOR REYKA 


>TO October 1986 

















Britain storms 
into the 1990s 


























Talk is cheap. 

The real proof of a bank's strength lies in its 
performance ~ in the actual deals it puts together. 

At Chase, we've been putting together impressive 
deals for years — from being the first U.S. bank to raise 
a domestic Swiss Franc bond issue, to the recently 
financed power project in the People’s Republic of 
China. Fact is, our performance places us among the 
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best in the world of investment banking. 

What gives us our edge? It's a combination of 
characteristics no other bank has. 

For starters, there's our sheer size and strength. 
investment bank (or any other type bank for that mat 
has both the customer and capital base that Chase di 

Add to that our fully integrated global network. 
This is especially important with today’s increasingly 











































































































amplex deals involving multi-national participants. 
And then, of course, there are the Chase people. 

ople with expertise in all fields, from mergers and 
_quisitions, to swaps. trade finance, and electronic 

wnking. People capable of working in partnership, with 
sir clients and with one another. A network of bankers 

ile to work quickly to meet customer needs. 

This total global banking capabiity that integrates 











knowledge and the broadest range of investment 
banking products is what sets Chase apart from other 
financial institutions around the world. 

But without execution, all of that would just be 
talk. If ycu want real proof of what we can do, just take 
a look at the deals we've put together. 

They speak for themselves. 
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FAMILIARITY WILL CONTENT 


International investment opportunities for the private individual have never 
been greater. 

Neither have the problems. d 

Financial marketplaces have become ever more complex as the possibilities 
they offer have multiplied. 

It would be beyond the resources of any one person to be familiar with them 
all, and beyond all but a few institutions as well. 

EBC Trust Company (Jersey) Limited is one of these few. 

Through a discretionary Portfolio Management Service, we can open the 
doors fully to international investment opportunity for high net worth individuals 
with an investment potential of £100,000 or more. 

EBC Trust Company (Jersey) Limited is a wholly owned subsidiary of EBC 
Amro Bank Limited, the London based merchant banking arm of Amro Bank. 

EBC Amro has itself made a formidable reputation for successful foreign 
exchange dealing, and through Amro Bank, the Company has access to the re- 
sources and an of a major international financial organisation. 

This helps give the Portfolio Management Service depth in experience, 
expertise and information, necessary in today’s volatile, fast moving financial 
environment. 

Our success is based upon total familiarity with the major financial centres. 
Perhaps yours should be based on familiarity with us. 


EBC Trust Company (Jersey) Limited 


f| Please contact us at EBC House, 1-3 Seale Street, St Helier, Jersey, Channel Islands. 
=] Telephone: 0534 36331. Telex: 419 2089. Fax: 0534 39495. 










Storming in 
Margaret Thatcher and Neil 


P itain’ $ economy for a nasty 
“fallin the 1990s, page 13. 

West Germany supports 
“sterling, page 58. 


Campaign cheers 
The power of America’s non- 
‘voters, page 17. Reports from 

Pennsylvania, North Carolina, 

Louisiana, California and the 
| farmbelt, pages 37-40. 


Profiting 
From corporate tax changes in 
“America, page 67. From 


firming metal prices?, page 77. 


Dangers in America’s 
mortgages, page 78. 


Deng in town 

“But can he re-make China's 
industry as he re-made its 
farms?, page 16. He fends off 
the anti-reformers again, 

. page 26. 


The dour one 
¿Yitzhak Shamir takes over in 
israel, page 27. 


Rewriting history 
The only way of gradually 
getting it righter, page 20. 
Somebody makes money from 
monocles, page 62. 


| Cory comes home 
a Io the Philippines’ three O89, 


_into.money, pages 72-73. 


| Mixed messages 
= From America to Africa, page 


Oneal currer 
iMF-agrees on nothing much 
page 65. 


Roses some or way 
Kinnock’s conference, page 
57. His programme's casts, 
page 58. Why Europe can't do 
without a nuclear umbrella 
page 15. Lessons of the coal 
strike, page 89, and from 
Merseyside and Sheffield, 
page 90. 


Car crashes 

Fiat ruins underwriters, page 
80. Japanese lose in India, 
page 70. 


Pious disapproval 
Mexico's church turns on the 
government, page.31, just as 
foreign bankers save it again, 
page 76. France's Catholics 
the Pape, page 51. 


Have a double 

Why a snort of summitry, this 
time, is good for the West, 
page 15. Translating Daniloff- 
Zakharov-Orlov from the 
Russian, page 35. The gassing 


that needs stopping, page 50. 
LE AE NE TMNT I 


Huddied masses 


Europe should open its doors 
to immigrants, like America, 
not get bottied-up like Japan, 


Nor any drop 
America’s water probierns, 
pages 43-46. Guinness turns it 


36. Xhosas dont click, 


OCTOBER 4 1986 
` Votume:301 Number 7466 


World politics and current affairs 


Britain storms into the 1990s 

Double summit, please 

Europe and the bomb 

Dengism comes to town 

Habit versus conviction in American elections 

Immigration: Don’t consider Japan 

In defence of fairy tales 

International: Cory Aquino comes home to the hard bits; 
China; Cuba; Israel; Lebanon; South Africa; Mexico; Togo; 
Malaysia; Taiwan 

American Survey: To the Iceland station; Southern Africa; | 
The rose; Mid-term elections: Pennsylvania; North Caroli-: 
na; Louisiana; Farmers for Congress; California 
Water in America: Colourless, odourless, tasteless- 
priceless 

Europe: Big chief Strauss goes scalp-hunting again; 
Bavaria; Turkey; Chess; Italy; Chemical weapons; France; 
Denmark; Poland; August and September in the EEC. o | 
Britain: Labour goes tor flower power; Costing Labour's 
plans; Sterling; Education; nus; British Nuclear Fuels; BBC; 
Newspapers; Clergy pay; Scotland, Monocles 


~ Business, finance and science 


63 Business this week 

65 World Business: ivF-World Bank: when shail we five meet ; 
again?; Comsat; Japanese railways; American profits; 
Stora-Papyrus; European business schools, British design; 
Zine; Indian cars; Grand Metropolitan; Stockmann, Finnish 
trade 
Company Brief: Guinness: stouter and stouter 
Finance: How to beat Britain's £3 billion fraudsters;:] 
Trustee Savings Bank; Mexico; Commodities; William Si-’ 
mon; American mortgages; Japanese share scandal; 
Hongkong shipping; Fiat 
Science and technology: The waves inside the sun; 
Aircraft cockpits; Gene switches; Flood controls 
Economic and financial indicators: Output, prices, com- 
modities, stockmarkets, interest rates, trade, currencies, f 
plus a closer look at taxation in industrial countries and 
stockmarket capitalisation 


LEELA LITTLE TE SE EO LTTE ALT LO SDT TROT ERT 


O e Eeen itn sno 25 St James's Street, London SWIA IHG. P Printed in 


U orem SURS eee EOS CSE WSE OUG U E E 


Books, arts and letters 


89 Books and arts: The thoughts ot chairman MacGregor; 
Robert Kilroy-Silk; Sheffield; American history, Neo-con- 
servatism; American television 

6 Letters 


sate: ob =i cr ais te a et tae OASE 


Subscription coupon 
The Economisi Newspaper Ltd, 2 Jurong Port Road, j 
Singapore: 2261, Republic of Singapore. | 
Reqistende in London 2960383. Registered Office 26 St James s Steer SWIA HO 
Please enter a subscription for 1 year. | enclose payment of 
Australia 49138 [0 Students [] A$108 p 
Hongkong HK$650 C] Students. CT. HK$520 i 
Japan J¥22,000 (J Students [F J¥17,600. | 
Malaysia M$i99. [7] Students. L] M$159 
Singapore $9166. C] Students C] S9148 
Other Asia/Pacific o ua Students [J] US$74 
index (Please apply tor tocat rate) 
{£ Sterling and US $ can Se accepted at the current exchange rates). 
Name 


i 





Company 
Address 














| 


Coun! 
es 


J 
i 
I 
l 
l 
i 
I 
l 
l 
i 
I 
l 
i 
k 
I 











LETTERS 


Daniloff-Zakharov 


SiR—The grandmaster’s bungle 
(September 13th) was not. It was 
a masterful replay of the ever- 
consistent Soviet policy of indif- 
ference to individuals for the sake 
¿cof political manipulation. It also 
effectively got Mr Zakharov out 
he hands of kis American 
interrogators. 
























Harassment and suppression 
are team-mates in Soviet games- 
manship. Perhaps this is the pow- 
er message of Mr Gorbachev: 
individuals are only as important 
as their positions, and their posi- 
tions are always, subject to the 
scrutiny and manipulation of the 
state. 

The Russians are shrewd bar- 
gainers. Sharp words from Mr 
Reagan will not change that. Let 
us not be fooled. 


R. H. BATUSHANSKY- 


Jerusalem FISHMAN 


StR—Perhaps the Russians did 
make one mistake in the Daniloff 
affair. They grabbed a journalist, 
and journalists dislike that sort of 
thing. If some unfortunate tourist 
had been snatched, I suspect that 
the media would have had no 
more interest in his fate than in 
that of a discarded beer can. And 
opinion makers in the West 
would quickly have accepted the 
truth of any charges made against 
the tourist. 

Oak Park, 


Illinois Brian J. HOGAN 


Sir—Your cover contains a sym- 
bolic blunder. The white pieces 
are depicted as uniform-—three 
of a kind. Each of the three 
Russian pieces is shown to be 
different. Reality is stood on its 
head because Americans, with 
three separate branches of gov- 
ernment and greater freedom, 
tend to show greater diversity; 
whereas the Russians. with a 






monolithic government, forced 
to conform by fear of conse- 





quences, show the greater 
uniformity. 
Oakland, 

California Barry FETTER 
lan MacGregor 


SiR--While agreeing’ with your 
analysis of the need to bring steel 
and coal into line with market 
forces, I find it hard to swallow 
your leader’s lush praise of Sir 
Ian MacGregor (September 6th). 
With due respect to Sir Ian, it 
really is difficult to see him any- 
thing more than an overpaid hat- 
chetman. Anyone can close down 
pits if he has enough government 
backing. You are also wrong to 
emphasise the gains these indus- 
tries have made solely in terms of 
reduced losses and subsidies. 
Your calculations ignore the cost 
of fighting the strike (vast) and 
the continuing cost of paying 
maintenance to those made un- 
employed. As for the hatcheting 
itself, it is hard to fathom what 
the real gain has been beyond 
teaching people that the world 
does not owe them a living. But 
do enterprise cultures really grow 
from this? The odd window 
cleaner maybe, but certainly not 
a Silicon Valley. 

Hommelvik, 


Norway P. N. GOODERHAM 


Anti-hijacking 


SIR—Regarding your discussion 
of what to do when a hijacking 
occurs (September 13th), surely 
our sophisticated chemical lab- 
oratories are capable of develop- 
ing a tasteless’ and odourless 
sleeping gas. A tankful of such 
gas, with appropriate conduits 
throughout the aircraft, can be 
installed on every passenger air- 
craft, to be triggered off—~once 
on the ground—by the pilot, the 
flight attendants, by radio signal 
by someone on the ground, or by 
any or all of them. 

It may be argued that, just 
before dozing off, the hijackers 
may open up with their firearms 
on the passengers, much as they 
do when the aircraft is being 
attacked by a rescue team. But in 
the latter case they do it in order 
to uphold the credibility of such 
threats -the next time around; 
killing passengers as such is not 
the primary goal of hijacking, the 








mmissions 


SIR--My children visiting their grandparents this summer encashed 









several US$50 American Express travellers cheques. The “commis- 
sions” claimed on these transactions were varied but consistently 
exorbitant. The commissions charged: 


(Gross) Sterling Commissions 









Bank Equivalent £ Percentage 
Midland 33.22 1.00 3.01% 
Lloyds 33.36 1.50 4.50% 
Royal Bank of Scotland 31.95 2.00 6.26% 
National Westminster 33.33 2,50 7.50% 
Lenlyn Ltd (Forex Bureau) 97.72 7.81 8.00% 
Barclays 32.25 3.50 10.85% 


_ Clearly, the unwary or inexperienced visitor to Britain pays dearly 
for the pleasure of dealing with our banking institutions. 


Jakarta, 
Indonesia 


hijackers. If they know in ad- 
vance that their action will trigger 
an automatic and ineluctable re- 
sponse which will ensure not a 
supposedly heroic death but a 
snooze:in common with their hos- 
tages, followed by the ignominy 
of an arrest and trial, the attrac- 
tions of hijacking may shrink. 
Philadelphia, 


Pennsylvania 1. Kopyrore 


SIR—Except for ‘the last, three 
paragraphs, which gave some 
useful tips to passengers, 1 am 
afraid that the main beneficiaries 
of your article are the hijackers. 
Public suggestions on how gov- 
ernments can be successful in 
assaults to free passengers and 
flight. crew could be quite useful 
to hijackers and their superiors 
when they plan the strategy and 
agree on their demands. You 
gave them pointers on where not 
to allow aircraft to be parked. 
The Economist could help pre- 
vent hijackings from being suc- 
cessful by sending ‘such recom- 
mendations to the appropriate 
government officials and keeping 
them confidential. The Econo- 
mist is an excellent source of 
news and J doubt that keeping 
such information secret would 
disappoint or damage your 
readership. 
Fulmer, 


Buckinghamshire MEG ALLEN 





The Nobel peace prize 

SIR—What a noble gesture for a 
British. magazine to nominate the 
President of Argentina for. the 
Nobel peace. prize (September 
20th) and to. support your choice 
with such convincing arguments! 
President Alfonsin certainly de- 
serves the praise given him, and 
were he:to obtain that honour, it 














port, he ha 


Davin M. M. HALL 


The Chilean army has turnee 
against its own people, denying 
them their democratic lea i 
The Peruvian army has retigi 
massacred surrendered prison 
ers. Argentina has shown that the 
military çan be held responsible 
be tried, and not acquitted fo 
their criminal abuses, : 
Springfield, 


Illinois FELIPE U. DERTEAN® 


SIR—-In its 85-year history, the 
Nobel peace prize has bee 
awarded 66 times, and declines) 
once (by Le Duc Tho in 19753 
Two 13-year unbroken sequence 
of awards, the first up to the firs, 
world war and the other endin 
with last year’s highly divisi 
award, are the longest so far. T 
give no prize this year may. bes) 
accord with its founder's wishes 
Alfred Nobel’s prize has as i 
main criterion “the best work t 
promote fraternity between n 
tions”. Today this would se 
favour institutions rather Wj 
individuals. ay 
President Alfonsin, whom: 
propose for this year’s. prize 
not yet half way through his terr 
of office. His achievements, in 
cluding the settlement of the Be: 
gle channel dispute. with Chil 
flow in large measure from defes 
in the Falklands war and a 
commendable. But what of inte 
national fraternity? 
The House of Commons’ sele 
committee on foreign affairs sai 
in 1983 that throughout his ter 
he has “ruled: out. declaring 
cessation of hostilities with Bri 
ain due to ‘Fortréss Falklandi 
policy and unwillingness to nege 
tiate sovereignty”. In May, 
supportéd the shelling of ur 
armed Taiwanese vessels fishin 
in Falkland waters. In August, bi 
misrepresented the truth abow 
Argentina’s claim to the Obser 
er, Dissatisfied with western sup 
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TIATERIALS INFORMATION| 
MARKETING 
MANAGER 


Materials Information is a joint service of The Institute 
of Metals and American Society for Metals. A vacan- 
cy has arisen in the London Office for a suitable 
individual to organise and conduct marketing opera- 
tions.in respect of technical and business-related 
Occ and online databases. 










Mee plications. are invited from persons with experi- 
-enee in marketing information services. Metals/ 
materials knowledge and/or language capabilities 
are useful but not essential to the position. An insight 
into European and North American marketing meth- 
_ ods is desirable. l 

“Salary acording to qualifications and experience; 

attractive central location; limited overseas travel. 













-Applicants should provide a brief biographical note 


Vood, The Institute of Metals, | Carlton House 
e, London SW1Y SBD. a 





solving experiences in areas such as: 


* econometric analysis/modeling 
e micro-economics 

* regional macro-economics 

+. regression analysis 





yd hisjóry of recent and present employment to Mr 
B.A 






Candidates must be U.S. citizens or permanent residents. 
We offer competitive salaries, excellent benefits and exciting career growth. If your areas of expertise 


ASSISTANT DIRECTOR’ 
DEPUTY DIRECTOR 


The International Institute for Strategic Studies invites 
applications for the position of Assistant Director/ 
Deputy Director, with special responsibility for mili- 
tary aspects of the institute’s work, particularly the 
annual volume The Military Balance. Other responsi- 
bilities will include managing the institute's publica- 
tions programme, editing and supervision of editing, 


‘and providing some public comment and information 


on military and political-military issues of current 
importance. Participation in the general discussion of 
strategic international affairs is also an important 
requirement. 


The salary is negotiable around the level of £23,000- 
£25,000 per annum, excluding retirement benefits. 


Preference will be given to applicants with substantial 
professional military experience, particularly in the 
analysis of the type of information which is used in the 
compilation of The-Military-Balance. 


Applications should be accompanied by a curriculum 
vitae and the names of at least three referees. Applica- 
tions should be submitted to. The Director, HSS, 23 
Tavistock Street, London WC2E 7NQ, by 31 October 
1986. It is hoped to fill the post from early 1987. 


a ee = 
Economist/Econometricians 


AT&T is interested in outstanding quantitative managers for entry-level positions in northern New Jersey. 


Responsibilities include developing accurate revenue and volume forecasts for new and existing service 
lines along various dimensions or telecommunications industry segments. This invoives integrating 
advanced statistical and econometric techniques with economic demographic and market information. 


Positions require familiarity with application software, Master/PhD level in econometrics and problem 


applications programming 
data management 
applied statistics 
industry studies 


include the above, please send your resume to: AT&T, 295 North Maple Avenue, Room 4112G3, 





ea ata bonnie ESSA A E EA tannin nner inn eiricaiettentnmnninmaennesnrttii 


Basking Ridge, New Jersey 07920. Attn: Maricel Aleu 


ena, 
=== 
= 
===> Afef 
—" 
—- 


























































































































18 
ie 





“the Soviet Union 
Yet you can say that his“ ‘main: 


taining a claim without trying to 
enforce it is common practice, 
like the Queen of England calling 
herself Defender of the Faith.” 


London MICHAEL MEADMORE 


Rocks 


Sir--You have let me down in 
the opening paragraph of “The 
earth’s core” (September 20th). 

Wells deeper than four miles 
(21,120 ft) are relatively common 
in the Anadarko basin of the 
southern United States. At least 
one well, commercial at that, has 
been taken below 30,000 feet. In 
any case, all fade into insignifi- 
cance against the Soviet Union’s 
deep drilling projects, where four 
wells are being drilled (excruciat- 
ingly slowly) to nine miles. At 
last report, the deepest was down 
to eight miles—but it had taken 
11 years to get there. 

A temperature of 60° at a 
depth of two miles is cold. The 
temperature below the Econo- 
mist building is about 48° at a 
little over one mile, so considera- 
bly greater than 60° is two miles. 

Rocks at two miles’ depth, can- 
not burst spontaneously. The 
reason they are at that pressure is 
because they are confined. They 
“burst” only if a pressure differ- 
ential is imposed—such as a mine 
shaft, 

Taunton, 


Somerset M. W. STOREY 


SIR-—-You say “Man’s journey to 
the centre of the earth has been a 

“slow one. The deepest he has 
drilled so far is less than four 
miles—-still nearly 2,000 miles 
short of the centre.” In light of 
the fact that the diameter of the 
earth is about 8,000 miles, I am 
eager to learn of the short-cut 
you have discovered which leads 
from the surface to the centre in 
2,004 miles or less. 


Los Angeles S. W. GoLomB 





Fundamentalists 


SiR—The Rev. Michael B. Wie- 
teska (Letters, September 13th) 
is not as familiar as he should be 
with his inspirational bible. The 
Gospel according to St Matthew 
reports Jesus as saying “I have 
come to set a man against his 
father, a daughter against her 
mother, a young wife against her 
mother-in-law; and a man will 
find his enemies under his own 
roof. No man is worthy of me 
who cares more for father or 
mother than for me; no man is 
worthy of me who.cares more for 
son or daughter’? (ch. 10, vv. 35- 


8. 


=. an: y 
“has left brothers or sisters, father, 


mother, or children, land or 
houses for sake of my name will 
be repaid many times over, and 
gain eternal life” (ch: 19, v. 29). 
Libellous? 


London A. E. G. WRIGHT 


Race in Malaysia 


SIR—-You contend (August 19th) 
that Malaysia’s Chinese-backed 
Democratic Action party is not 
willing to make a deal with Dr 
Mahathir Mohamad because of 
the government's pro-Malay ra- 
cial favouritism. 

It would be more correct.to say 
that the government has chosen 
not to admit the Democratic Ac- 
tion party as a coalition partner 
because of its pro-Chinese poli- 
cies, which are thinly disguised 
under a veneer of “democratic 
socialism”. You. should realise 
that the alleged “favouritism” 
shown to the Malays is nothing 
more than a, belated attempt to 
uplift their position after years of 
neglect under the British, whose 
policies indicated a pro-capitalist 
and pro-Chinese economic 
favouritism. 


WAN MOHAMAD MAHYIDDIN 
Kuala Lumpur, United Malays 
Malaysia 


The Eurodollar 


SIR—Your explanation of the ori- 
gin of the Eurodollar market in a 
Big Bang brief (August 23rd) is 
erroneous, 

It was created by innovative 
dealers in the London foreign 
exchange market in the years 
immediately following the war. 
Bretton Woods established the 
American dollar as the world’s 
trading currency; the eastern 
block countries did not wish to 
maintain United States dollar de- 
posits with American banks as 
they would be at risk should the 
United States government freeze 
them for any reason; and Regula- 
tion Q of the Federal Reserve 
Board forbade the American 
banks to give interest on deposits 
unless they were held for 30 days 
or more. 

The London foreign exchange 
brokers developed the market by 
placing deposits of dollars inter- 
bank in Europe at interest from 
overnight to six months at a rate 
closely associated with the feder- 
al funds market, which was devel- 
oping at that time in America. 

At the same time, the: major 
money market banks were assist- 
ing in financing the recovery of 
Europe, Japan and the third 
world countries. To fund these 
loans they, borrowed i in the Euro- 





“ment was made throu 
banks of the New York clearing 
‘house in clearing house funds. 


_ National Organisation 


~The market is purely a “trading 
market”: currencies: traded do 
not leave ‘their country. of origin; 
itis control over those. currencies 
that changes in trade. ` 
Naples, 
Florida 






R. L. EDWARDS 





Sunbelt city 


SIR- was surprised to find your. 


description of Bristol (September 
20th) as a city which has been a 
pioneer of new enterprises. To 
me it has always been the classic 
example (like Norwich and Edin- 
burgh) of a city which missed the 
boat badly in the industrial revo- 
lution—but then prospered this 
century as the ability to make 
money was eclipsed by the ability 
to attract it. 

Is it. surprising, then, that com- 


panies like Lloyds Bank (born in ,Ț 


the Midlands, not London, by the 


way) which came to Bristol be- 
‘cause they see it as nice and white 


and middle-class, are not going to 
be very interested in employing 
people who are not? 

Brighton, 


Sussex T. Lintotr 





Buttermilk 


SIR—-In recent articles you have 
drawn -attention to the absurd 
effects of agricultural subsidies, 
highlighting (September 13th) 
“Eastern Europe, which feeds its 
cattle’subsidised American grains 
and its people subsidised EEC 
butter” ‘and (August 30th) the 
EEC’s use of butter in animal feed 
at $90 pér tonne, 3% of its origi- 
nal cost. Is there any hope that 
rational behaviour will break out, 
before Eastern Europe is feeding 
subsidised’ EEC butter to its 
cattle? 

Vienna. 


Virginia STEVEN W. OLIVER 





Untrue 


SiR—Your article on Denmark, 
“Shadow over Schlüter (Septem- 
ber 6th), contains a grave mis- 
take, Since. this concerns the So- 


cial Democratic party | find it - 


important. 

You state, in what is clearly a 
misprint, that the Social Demo- 
crats have always opposed mem- 
bership of the EEC and NATO. 
This is.the reverse of the truth. 
The Social. Democratic party fa- 
voured both the entry into NATO 
and the EEC: it was Social Demo- 


cratic. prime ministers who took. 
_us 


into both organisations.It is 
je declare policy of ovr party 


| tondon WIA TDW, UK = 


member g 


unilaterally to ounce NATO's 
strategy. Indeed, we work to- 
gether with other Nordic Social 
Democratic parties for a nuclear 
weapons. free zone inthe Nordit 
area, but not on a unitatera 
basis. a 
Frederiksberg, STEEN CHRISTENSEN 
Denmark Social Democratic Part 









Foreign labour 

SIR—In your survey of the Swis: 
economy (September 6th), yor 
describe the role of foreign work 
ers in our labour market and state 
that the system of labour permit: 
is used as a safety valve for limit: 
ing unemployment among the 
Swiss. This is only half the truth. 

First, the decision to limit: the 
foreign population (not they 
force) in Switzerland was a p% 
cal, not an economic one, ahi 
was already taken in 1973..wher 
the economy was in full- swing 
and nobody feared a recession. 

Second, in the recession o 
1982, Swiss workers lost thei: 
jobs, not foreigners. In the thre 
years of 1982, 1983 and 1984, th« 
total labour. force shrank by 
42,000 while the number. of. for 
eigners climbed by 2,000. 

Third, you ‘contradict yourself 
On the one hand you state tha 
turning on and off the migran 
tap does. help create. the matel 
between labour supply and de 
mand. On the other hand yo 
emphasise the difficulties facec 
by employers in obtaining worl 
permits for foreigners. 


Berne, 
Switzerland 


al 
Just published: Special Report No. 1055 


Tokyo 2000 


The world’s third 
international financial 
centre?. 


Technological change; worldwide 
deregulation and the advent-of 24 hour 
Global trading all point tothe expansion 
of a third financial centre. This report 
shows: how Tokyo will play this role; 
overlapping US and European time 
zones and providing access to Asian 
markets. The fifth ina ‘new series of 
pes from e punisher of 
\WFORD'S: CONNECTIONS 
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7 DEVELOPMENT BANKING ‘| 
SPECIALIST | 








A Development Finance Institution 
substantially owned by the Government of 
Malaysia seeks a Suitably qualified person forthe | 
position of DEVELOPMENT BANKING SPECIALIST, 
at its headoffice in Kuala Lumpur, Malaysia. 
The successful candidate will be primarily 
responsible in reviewing all aspects of the 
Institution's organisation and current 
operations. and subsequently detailing.out its 
future corporate directions, strategies, 
_ policies, operations, etc. 
The assignment is to be accomplished within 
two years. The candidate would preferably be an 
experienced development banker having broad 
exposure on various aspects of development 
banking at senior levels. Those having relevant . 
working experience in more than one country 
are encouraged to apply. Candidates below 
their late 40’s are not expected to have the 
required experience, 
Completed application quoting “SSE PROJECT” 
on the enyelope should include a detailed 
curriculum vitae, present and expected 
remuneration and a recent photograph to 
reach not later than 20th October 1986. 
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A major international bank in Bahrain would like to recruit a 
financial (money market) economist reporting to the Head of the 
Economics Unit, 


: Applications are invited from candidates educated to post- 
_ graduate level in economics, with a minimum two years’ experi- 
— ence in analysing money market trends, bonds and currencies, in 
a commercial or investment banking environment, brokerage 
house or other financial institution. Familiarity with the economics 
_. ofthe Arabian Gulf will be an advantage. 

— Working with a small team of economists, the brief includes the 

_- collection, analysis and reporting of economic data and events 

_.» which affect financial markets. There will also be scope for the 

> successful candidate to develop and pursue Gulf related econom- 
ic research and world-wide country risk analysis. 


A very competitive tax free remuneration package is offered , 


— commensurate with experience and qualifications, including fully 
> furnished accommodation, return air fares, education allowance, 
|» pension, medical insurance, etc. — 

_ Applications, which will be treated in strictest confidence, should 
> be accompanied by full personal and career details and ad- 
-> dressed to: 







Personnel Department 
PO Box 22717, Maharraq, Bahrain 


| (S@— Commonwealth Secretariat 
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RESEARCH 
OFFICER 


INTERNATIONAL AFFAIRS 
-DIVISION 


The International Affairs Division has principal responsibility 
for the Secretariat's task of promoting and facilitating consul- 
tation among member countries on international issues. In 
addition. to monitoring international political developments 
and undertaking research and briefing on matters of major 
importance, the Division carries responsibility for organising 
and servicing the bi-annual meetings of Commonwealth 
Heads of Government and Senior Officials. 


The ‘Research Officer will work in consultation with an 
Assistant Director under the general guidance of the Director. 
He/she will be expected to have a broad knowledge of 
international affairs and to monitor trends in Commonwealth 
relations and the foreign policies of individual Common- 
wealth countries. Each Research Officer has responsibility 
for analysing developments and preparing periodic reviews 
on specified regions and international organisations as well 
as particular international issues, for example, disarmament, 
human rights, Namibia. The work requires a capacity for a 
high level of accuracy and judgment. 


Applicants, who must be. citizens of Commonwealth coun- 
tries, should be University Graduates; post-graduate qualifi- 
cations would be an advantage. The person appointed must 
have a high degree of analytic ability and possess specialist 
knowledge, acquired. either through previous professional 
experience or through advanced academic study, of at least 
one broad sphere of international affairs. Preference will be 
given to persons with knowledge and/or experience of the 
workings of the United Nations and/or of other inter-govern- 
mental organisations; and, in particular, familiarity with 
international security issues,, especially those relating to 
disarmament and arms control questions. 


The appointment will normally be for an initial period of three 
years. Salary in the range of £12,900-£19,056 per annum. 
The salary, which attracts no allowances, will be subject to 
deductions of UK Income Tax and National Insurance. 


Further details of the post will be supplied on request. Written - 
applications, giving full details of qualifications and experi- 
ence, together with the names and addresses of three 
referees, should be sent by tst November, 1986 to 


Recruitment Section 
Commonwealth Secretariat 
Marlborough House, Pall Mall, London SWIY 5HX 

Telephone: 01-839 3411, ext 8151 or 8153 










PUBLIC ENTERPRISE PERFORMANCE PLANNING 
AND EVALUATION IN BANGLADESH 


Three advisers are required to work on UN-DTCD contracts in the Monitoring Cell, Ministry of 
Finance, Dhaka, in a joint project. of the Government of Bangladesh and United Nations 
Department of Technical Co-operation for Development. The project started mid-1984 and a 
Monitoring Cell has been built up, attached to the Autonomous Bodies Wing, Ministry of Finance. A 
computerised information system called SABRE (System for Autonomous Bodies Reporting and 
Evaluation) has been partially implemented. A system of performance planning and evaluation has 
also been designed, and has been applied, in its planning phase, to two selected enterprises. 


Phase II of the Project now requires the following expatriate advisers: 


1. Adviser on Management Information Systems. Initial period of employment 15 months: 
General duties will be to advise and assist the Project Director on the further development of a sys- 
tem for evaluation of performance of public enterprises and associated MIS, and the strengthening 
of the Monitoring Cell/Autonomous Bodies Wing as a technical secretariat to an interministerial 
council. } : ' 

Qualifications: Advanced degree in management, computer science, accountancy or industrial 
economics. Ability to communicate and to lead multidisciplinary teams. At least 10 years training 
and consulting experience in accounting-based systems in developing countries, preferably in the 
public enterprise sector. Should have good knowledge of statistical tools and techniques. 


2. Adviser on Corporate Planning. Initial period of employment 18 months. General duties will be 
to assist in multiyear corporate/strategic planning and performance contracting in major 
corporations. Lat ia 

Qualifications: Advanced degree in industrial economics or management, and at least 10 years of 
experience in corporate planning in public enterprises in developing countries, and in management 
training and development. Sound knowledge of corporate finance, economics, marketing, 
production and personnel management and of specialists who could assist individual corporations 
in resolving their problems. Ability to lead mulitidisciplinary team in negotiating a consensus among 

internal and external managers of a public enterprise. Should have sufficient knowledge o 

statistical techniques. Knowledge of computer desirable. 


3. Adviser on Incentive Payment Systems. Initial period of employment six months. Design and 
assist implement a results-based reward system in conjunction with the general system of 
performance contracting and evaluation of public enterprises, which would motivate better 
performance and be workable. 

Qualifications: Advanced degree in management or cognate subject, and extensive experience 
and proven record in personnel administration/management in the public sector of developing 
countries, including wage administration and experience of results-based reward systems. 
Experience in training of personnel management would be an advantage. 


Should have excellent command over English language. Proficiency in Bengali will be considered 
as additional qualification. 


Benefits: relocation, tax free salary, cost of living adjustment, education grant and other benefits of 
international Civil Service. l i l 


Candidates should submit biodata to the Project Director, PO Box 3144, Dhaka, Bangladesh 
within four weeks from the date of publication. = a 
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When you're trading round the world 
for 24 hours a day, it’s not enough to stay 
wide awake. Though we do. 

Nor is it enough to invest in up-to-the- 
minute technology. Though we have. 

It’s not even enough to pick bright 
people. Though we've spent years gathering 
the brightest bunch in the business. 

_ You have to be at home in all the major 
markets, 

Not just knowledgeable about them, 
but familiar with them. 

As members of the London and the 
New York Stock Exchanges, and proud 
owners of a licence to trade securities in 
Tokyo, the Kleinwort Benson Group is a 
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permanent resident of the Big Three. 

We have offices and subsidiaries through- 
out America, the Pacific Basin and Europe. 
By almost any yardstick, we're the 
biggest of Britain's merchant banks, so 

we've plenty of financial muscle. 

We underwrote over a third of the equity 
capital raised in the UK last year, more than 
any other firm. In the first half of this year 
we advised on over 30 UK takeover and 
merger transactions worth £8 billion. 

But we'd rather you loved us for our 
brains than our brawn. 

Did you know, for example, that 
many of the most sophisticated ‘swaps’ now 
in use were invented by our people in 


IS \ 


Our patch. 








Los Angeles? 

Or that Kleinwort Benson Government 
Securities in Chicago is a well-established 
primary dealer in the US Treasury market? 

We believe that, by merging with leading 
brokers Grieveson Grant, we've established 
a major world financial group. 

Banking, corporate finance, investment 
management, stockbroking, security 
dealing: we'll be happy to talk to you about 
any of them. 

And wherever we meet, we'll be on our 
home ground. 


Kleinwort Benson 
The bright people in the right places. 
THE ECONOMIST OCTOBER 4 1986 
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Storming in 


Whoever is Britain’s prime minister after the next 
election will lead the country into a crunching economic 
p: in the early 1990s, perhaps sooner. That is not 






Witable, but it is the realistic conclusion to be drawn 
this season of political speeches and a sliding pound. 
Those politicians who are most critical of Britain’s 
economic performance usually blame everything on 
“Thatcherism’’. This is convenient, but untrue. Some of 
the main features of current economic policy predate 
Margaret Thatcher’s arrival in Downing Street in 1979. 
They go back ten years, to the time when a Labour 
government took a bigger loan from the International 
Monetary Fund than any country had done before. In 
return, it cut public spending by 4% in real terms in two 
years, slowed monetary growth and stopped the rise in 
real wages. It had to do so for that most familiar of 
reasons: Britons were spending more than they earned, 
and their behaviour did not convince the rest of the 
world that they were the right people to lend scarce 
savings to. ; 

Only the flukes of North Sea oil and the OPEC cartel 
have saved Britain from an austerity harsher than 
anything imposed by Labour in 1976-79. By 1980 the 
entry was pumping more oil than it needed for itself, 
fa price that was artificially doubled by a group of 
Mountries whose third-world solidarity gave first-world 
Mrs Thatcher an extraordinary windfall. In 1979-85 it 
was equal, in terms of extra exports and saved imports, 
to 25% of all export earnings; and to an extra 6% of 
government revenue. Without that, Mrs Thatcher 
would have had to be far tougher than she has been. 
The recurring choice her ministers have faced—more 
public spending or more tax cuts?—will be envied by 
their successors. Whether Tory or Labour, only a big 
change in their thinking will spare them from having to 
reduce public spending and raise taxes. 










Not all wasted years 

This does not mean that the legacy of 1976-86 is all bad. 
Some of the changes in the British economy are 
heartening, and will last. Praise be that several old 
-industries—coal, steel, textiles—have reduced their 
capacity, cut their costs and are now close to producing 
‘the amount that customers want to buy at a price they 
_are willing to pay. Partly as a result, the underlying rate 
of productivity growth in the whole economy has 
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increased from 1.9% a year in 1960-80 to 2.6% a year 
since then. If Britain had managed that faster rate of 
growth ever since 1960, its GDP per person last year 
would have been $9,100 instead of $8,000—still in touch 
with Japan’s, instead of scrambling to stay ahead of 
Italy’s. 

Other happy bequests from the past ten years include 
a sharp rise in both company profits and overseas 
assets. The two are linked by a common cause-—the 
abolition of exchange controls in 1979—which an autar- 
kic Labour party misinterprets to mean that “wicked 
capitalists have been siphoning loot abroad rather than 
investing at home”. The true link is different, unwicked _ 
and a gleam of hope for the future. It starts with the fact 
that, by the early 1970s, British companies had become 
dangerously anaemic. They lacked the cash to spend 
more on machinery, buildings, R&D and training, yet 
they could offer investors little or no real return on their 
capital. Company chairmen got away with this only 
because they had a captive supply of savings. 

Once exchange controls were abolished, British firms 
had to compete in the world market for savings—which 
they could not do unless they were also profitably 
competitive in the world market for goods. Not enough 
of them are there yet, but many are moving that way. 
The whole paraphernalia of what used to be called 
government help for competitiveness—grants, trade 
missions, investment allowances, awards for this and 
that—was not nearly as effective as the stroke of a pen 
that ended 40 years of captive capital. The same stroke 
has allowed Britain to become the world’s second- 
largest net creditor, after Japan. Britain has more than 
£80 billion of net foreign assets, which are providing a 
net income of £280m a month—a plumpish cushion 
against the fall in oil revenues. 

The gains that Britain has made can best be summar- 
ised in a simple comparison: with France. In the 20 
years 1963-82, Britain had a faster rate of GDP growth 
than France only once (in 1973). It then outpaced 
France in each of the three years 1983-85, and according 
to IMF forecasts will do so in 1986 and 1987 as well. The 
brisker British rate had virtually nothing to do with 
North Sea oil, which contributed most to growth in the 
mid- and late 1970s, when its production was rising 
rapidly to the near-plateau it has. been on since. Nor is 
the comparison a cause for jubilation, because France. _ 
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slipped more than Britain surged; but it is a reminder 
not to dismiss Mrs Thatcher’s 1980s as wasted years. 
There, alas, the cheer must end. The biggest policy 
failures of the past ten years have been in the two most 
politically charged areas: public spending and taxation, 
and unemployment. Despite Labour’s deep cuts in 
1976-78, and the even deeper ones then promised by the 
Tories, state spending has kept on growing. It is now 
7% higher in real terms than it was ten years ago 
(excluding the revenues from privatising state indus- 
tries, which are wrongly treated as negative public 
expenditure). The powerful momentum behind state 
spending has denied successive governments the room 
to make the tax cuts that would help to shrink the 
poverty and unemployment traps for the lowest paid, or 
to lighten the tax load on those millions of small 
businessmen, skilled workers and middle managers who 
have to be stirred if the economy is to grow faster. 
Unemployment has been even less stoppable, rising 
from 53% of the workforce in 1976 to (on the same 
definition) almost 15% now. Yet the scale of this failing 
becomes apparent only when juxtaposed with the fact 
that earnings have gone on increasing by 74% or more 
each year throughout unemployment’s climb. In virtu- 
ally every other OECD economy, wages respond quite 
quickly to a change in the demand for labour; in 
Britain, they barely flicker. The labour market does not 
deserve its name; it is more a morgue than a market. 


Trouble ahead—and how to avoid it 
It is easy to see how the trio of falling oil revenues, 
growing pressure for more public spending and a labour 
non-market could combine to produce loud crunching 
noises in a few years’ time. The biggest crunch would 
come in the foreign-exchange markets, which have 
merely been indulging in a little gentle scraping this 
year as they pushed sterling’s trade-weighted value 
down by 11%. Faced with a crash, too many British 
economists and politicians will want to repeat the 
conventional line from the 1960s and 1970s—that 
economic growth was slowed by the stop-go policies 
forced on government by balance-of-payments weak- 
ness. The truth was exactly the opposite: because 
Britain had such a slow-growing economy, it could not 
produce as much as it wanted to spend, and so ran into 
__ balance-of-payments trouble. Only by not confusing 
. Symptom and cause will a government—any govern- 
ment—start to produce solutions. 
_ Those solutions are to be sought entirely on the 
_ supply-side of the economy. Demand management can 
be uncontroversial, and relatively easy to organise: 
keep nominal GDP growing by about 6% a year. 
Anything less will be too tight, squeezing real output 
and forcing more people out of work. Anything more 
will ensure that inflation picks up again; markets would 
then quickly force an inflationary Labour government 
into the deflationary measures of Mitterrand, Gonzalez 
and Hawke. f 
The economic prizes of the 1990s. will go to the 
politicians who are boldest to boost the supply side. 
Translated, that means anything that breathes life into 


the labour market, and that encourages people to work 
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‘harder with more skill. Some of these things do not cost 















money (deregulation, privatisation); others will require 
lower taxes or extra public spending. This is why the 
political prizes will go to those who are cleverest at 
getting more value for each pound of state-spending, 
and who use what room they then have to cut taxes in 
the most job-creating ways. Squeezing total expendi- 
ture is not always the path to greater efficiency—a 
fallacy that Mrs Thatcher has often embraced. 


Choice, tax reforms, coherence 
Here are some prize-winning ideas, none of which is 
indelibly branded as Tory or Labour. In the public 
services, encourage as much variety as possible. “Vari- 
ety”, for Tory ears, means competition; for Labour, try 
choice (surely nobody is agin that), This means giving a 
welcome to, eg, companies or groups that want to 
finance new schools and university faculties, especially 
if they include curricula that make it more likely that 
the sponsors will later employ the graduates. bo 
with rigid scales that pay teachers and lecturers at edi Ss 
grade the same, irrespective of whether they are in’ 
short supply (like science and maths teachers) or 
genteel surplus (like English ones). 

Public-spending managers will have bigger and 
harsher decisions to take as well. On defence, for 
example, Britain cannot maintain its strength in places 
as far apart as the Falklands and West Germany, while 
also buying the Trident nuclear missile. Some things 
will have to go; better that they be Trident and Fortress 
Falklands than the NATO commitments. 

Even if the next government makes some spending 
cuts that Mrs Thatcher has so far ducked, it looks 
unlikely to save enough to make up for the fall in oil 
revenues. A bit of the gap will be closed very healthily, 
by faster growth in the non-oil 95% of the economy. 
But a government that wants to cut some taxes will have 
to raise others—or widen their coverage. Since the 
heart of supply-side reform is changing the tax system 
the next government will have to be far bolder than t 
Tories have been under Mrs Thatcher. 

The Labour party’s most memorable utterance on ta, 
has been Mr Roy Hattersley’s defining the “very rich"! 
as those earning £27,000 ($38,000) a year or more. If 
such plutocrats have to pay higher income tax, the main 
supply-side changes will be more emigration of skilled 
Britons, a bonanza for tax-avoidance consultants, and 
the head-shaking decisions of many foreign business- 
men to shun a country that has not noticed how poor- 
and perverse it has become. Labour, and the Tories 
too, would do best to reduce all the exemptions, from 
mortgage-interest relief through to the big anomalies 
like excluding food from value added tax, and then use 
the revenues to lift the lowest-paid out of tax and cut 
employers’ national insurance contributions. 

None of these changes will be easy. But the only 
question is whether they will be made with a coherence 
and purpose that will get the British donkey moving and 
retain the world’s confidence; or whether far rougher 
decisions will have to be made in the heat of many 
currency crises. Politicians of every party are pretend- 
ing that other options exist. They do not. ; l 












Double summit, please 





What you think about the deal that opened the way to a 
pair of meetings between Mr Reagan and Mr Gorba- 
chev depends on what you think about summitry in 
these mid-1980s. In return for letting go an American 
journalist (Nicholas Daniloff), the number-two Soviet 
dissident (Yuri Orlov) and maybe a few other people 
who should never have been in their grip anyway, the 
Russians have got back Gennadi Zakharov, who proba- 
bly was a Soviet spy. The West wins on the numbers, 
but not the principle. This was an exchange of spy for 
n-spies. Westerners working in Moscow, and other 
pens hostages, will not be comforted. But this is 
fussia’s way of doing things—no change here under Mr 
Gorbachev—and there had to be some sort of deal if 
there was to be a summit. And at the moment, unlike 
many times in the past, summitry is good for the West. 
The main point for the West about summits is the 
effect they have on the man in the street. Agreements 
about arms control or whatever can be worked out and 
signed by boring old ambassadors or foreign ministers. 
When the two great leaders meet at the summit, 
however, the effect is that of a large whisky: a warm 
glow, a relaxed feeling, a tendency to put the slippers 
on, Look, the superpowers are getting on fine with each 
other, there’s no need to worry. Bon ok 
This is often inconvenient for the West. When NATO 
needs to rearm to keep up with the Russians (as in the 


late 1970s), or needs to deploy new missiles (the early ` 


1980s), it does not want public opinion muttering 
woozily that it can’t see why. At the moment, though, 
things are the other way round. That spell of rearma- 
t is more or less over. The need now is to 
=courage left-wing parties in several NATO coun- 
ries—-particularly Britain and West Germany—from 
indoing the good work that bit of rearmament did. Mr 





Why what used to be bad for the West may, this time, be good for it 


Reagan also wants to be left in unnagged peace to get 
on with his Strategic Defence Initiative, which he sees 
as the only alternative to the awful slog of forever trying 
to persuade people to accept nuclear deterrence as the 
core of military planning (see next article). 

For these things, the whisky-effect may help. The 
nervous European dislikes cruise missiles and SDI 
mainly because he is afraid of what the Russians might 
do in reply. The sight of Mr Gorbachev seemingly ready 
for a Reykjavik-Washington-Moscow round of summits 
with Mr Reagan ought to ease that fear. Whew, the 
superpowers are getting on all right, there’s less need to 
worry about cruise and star wars. 


Gorbachev to generals: shut up 
Curiously, Mr Gorbachev may have a similar reason for 
summit-hopping. His problem is not his man in the 
street, but his general in the barracks. Mr Gorbachev 
wants to spend the next few years concentrating on the 
Soviet economy. His generals want to spend a lot of 
money recapturing some of the advantages over NATO 
they haye been losing in. the past few years. Their | 
argument is harder to resist if East and West are getting 
on badly. The summit meetings, and the arms-control 
agreements they will probably bring, make it easier for 
Mr Gorbachev to tell the generals to shut up. 

The summits will not bring peace in our time. They 


may trim the pile of arms, and may open the way to © 


bigger cuts later, But the clash of philosophies and 
interests which makes people arm themselves remains 
as unresolved as ever: consider Afghanistan and Nica- 
ragua—and Nicholas Daniloff and Yuri Orlov. For the . 
moment, however, and for different’ reasons, both - 
Russia and the West could usefully relax. Sip the 
whisky, and take care there’s no hangover. 





Europe and the bomb | 


Britain’s Labour party needs to get back to a blunt basic fact 


War has broken out in central Europe; God and 
summitry forbid, and on the eighth day NATO's ordi- 
vary non-nuclear soldiers, doing surprisingly well, are 
still holding the Russians. Mr Mikhail Gorbachev then 
ells Britain’s prime minister, Nr Neil Kinnock, that 
inless British troops stop fighting he will order two $s-23 
varheads to be dropped on Britain’s main field head- 
juarters and one of its main reserve formations in West 
Jermany, thereby breaking the NATO front without 
causing much radioactive fall-out. The Americans offer 








to tell the Russians not to do that, or they will suffer an — 
American nuclear strike in reply. Mr Kinnock says no 
thanks: Britain is a non-nuclear country, and will not 
shelter under anybody else’s nuclear umbrella. The 
Russians, blushing, retire across the East German 
border, and Western Europe is saved. Plausible? 

For Europeans, the nuclear-weapons argument is 
back to basics. The country in the spotlight at the 
moment happens to be Britain, because it is party- 
conference time in Britain, and the Pentagon has rashly 













e-emptive strike against the La y 
attempt to declare itself a nuclear-free zone. But all 
‘West European countries are in the same position. 
< Any plan for the defence of Western Europe has to 
include the ability to use nuclear. weapons. Those 
weapons have to be either American, or under the 
control of one of Europe’s national governments. The 
only difference among European countries is that 
Britain and France have small nuclear forces of their 
own, whereas the others have either too little money or 
(West Germany) too much recent history to afford such 
forces. Otherwise, all face the same blunt fact. 






Non-nuclear is bound to lose l 

The best non-nuclear army in the world, in battle 
against an army with nuclear weapons, has as much 
chance as Frederick the Great’s grenadiers would have 
had against a tank division. The Russians have nuclear 
weapons. A European who does not, and who refuses 
to accept nuclear protection from anybody else, is 
offering his grenadier’s body to the tank tracks. 

The only attempts to slide around this fact consist of 
saying either (1) that there will never be a war with 
Russia or (2) that, even if there were, Russia would 
never use nuclear weapons against a non-nuclear coun- 
try. Tell the first to the history books, with their list of 
Russia’s wars (some started by people attacking Russia, 
but just as many the other way round); tell the second 
to the people of Hiroshima and Nagasaki. It is true that 
the Americans accepted defeat in Vietnam, and the 
Russians are slogging it out in Afghanistan, without 
‘using nuclear weapons. Those are not make-or-break 
fights. When huge, history-shaping issues are at stake— 
control of the Pacific in 1945, control of Europe in some 
God-forbid future year—moral embarrassment is un- 
likely to stay the trigger-finger. 


Dengism comes to town 


Will the second stage of China’s counter-revolution work? 


China has 800m peasants whose average real incomes 
have almost trebled in the eight years since the govern- 
ment scrapped the communes and so let rural families 
earn more if they produced more. It also has 200m 
townsfolk whose salaries are fixed on one of eight wage 
grades and topped up by bonuses that have little 


connection with what they produce. Unfortunately, - 


China’s Communist party:contains quite a lot of conser- 
vatives who are determined to resist in the industries 
and the towns the kinds of change that Mr Deng 
Xiaoping has made in the farms and the countryside. 
Undeterred, Mr Deng has started to make some 
changes in the industrial job market. Can urban Den- 
gism match the great gains of rural Dengism? 

Until the changes, China’s industrial job. market was 
even more dictatorial than Russia’s. The government in 


Peking told graduates what job they would do, and local 


Ee ER Heo 


party officials told everybody 


o where does the necessary nuclear component ¢ 


_ Europe’s defence come from? The best answer is fror 
America, because: America’s ‘nuclear armoury is-th 





biggest. But a decade ago the European members ¢ 
NATO decided that, with America itself now vulnerabl 
to Russian missiles, the American nuclear guarantee < 
Europe needed to be strengthened by the visibl 
presence of some American missiles within Europe 
Hence cruise and Pershing. If a Labour Britain unilate: 
ally ejected Britain’s share of cruise missiles, it woul 
weaken that link to the American guarantee. If 
encouraged a Social Democratic West Germany to d 
the same, the link would snap. And if a Labour Britai 
went on to reject, as a matter of principle, any sort c 
nuclear backing whatsoever, it would open a hole in th 
battlefront in central Europe. 

There is no “European” alternative to the America: 
nuclear guarantee. Britain and France both have smal 
nuclear navies, as a sort of insurance policy. They ġ 
sensibly do some joint planning, for instance by mal 
sure that when a French missile submarine slips in 
dock for a refit a British one slips out. Britain anı 
France can probably build new nuclear weapons cheap 
er together than separately (though buying from Amer 
ica is almost certainly cheaper still). But no suprana 
tional Anglo-French force is possible: no pair of Britis! 
and ‘French fingers confident that they will pull the 
trigger, or not pull it, as one. A European deterren 
needs a European government. It does not exist. 

_ Saying these things, Mr Caspar Weinberger and M, 
Richard Perle may not have helped their cause is 
Britain. Tickings-off from the Pentagon bring out thé 
anti-Reaganism that lies just under the surface of mucl 
of British politics nowadays. The two men are neverthe 
less right. If Britain goes unilateralist, it will make 
Europe harder—maybe impossible—to defend. 















else. The worker was 
stuck with the job for life, and the enterprise was stuc) 
with the worker. This changed on October 1st. Stat 
enterprises can now require new employees to si 
contracts which say what they are required to do a 
can fire them if they do not do it. Just as in agriculture 
the reforms were first experimented with in selectes 
places, with mixed results. 

‘Though the government is brave to extend them ov n 
the whole country, they are still only a start. 
contracts apply exclusively to recruits, and the wors 
Chinese factories do not need new workers. They a 
already crammed with old soldiers, grannies and ine 
perienced and resentful younger workers who hav 
returned to the cities after being banished during the 
















‘Cultural Revolution. l . 
The usefulness of the reforms is further limited by the 









ay some local officials have successfully resisted wage 
sxibility. They say that factory managers cannot be 
srmitted to pay either higher wages, because this 
ould create mass unemployment, or lower wages, 
ecause this would cause discontent. ; 
Since too few town-dwellers stand to benefit immedi- 
tely from the changes—on the crudest measure, they 
arn more than twice as much as farmers but the value 
f their output is not twice as high—the labour reforms 
‘ill be implemented only gingerly at first. Nonetheless, 
jey will introduce some flexibility into factories des- 
erately short of skilled workers, indeed short even of 
ompetent ones. 


tay on that bike 
Juring the next 15 years, 250m children of today’s 
oductive Chinese peasants will need jobs. They 
vould normally be increasing China’s wealth by moving 
even more productive jobs in industry. Some of the 
es could be put in the countryside to cope with 
e fact that in China the proportion of town-dwellers in 
he: whole population seems set to fall, from 20% in 
981 to 19% by 2000, largely because birth-control 
‘olicies have been especially successful in towns. Most 
leveloping countries try to frog-march their economies 
rom agriculture to industry by depressing farm in- 
omes. The few that have been skilful enough to 
wrange the transition at a time when agriculture is 
hriving include South Korea and Taiwan. China will 
iot be able to mimic them if its factories. are merely 
jorcerer’s Apprentices, struggling to mop up ever- 










-growing underemployment on the farms. 


The main way to make China’s factories create jobs 
that will last is to increase the efficiency with which they 
use their capital. On the World Bank’s reckoning, man- 
hours in state-owned industries rose nearly fivefold 
between 1957 and 1982 to help produce an eightfold rise ` 
in the value of industrial output (ie, labour productivity 
rose 70%). But the amount of capital needed to 
produce that same rise in output increased nearly 13 
times (ie, capital productivity fell 40%). The discrepan- 
cy is getting worse. Since 1982, industrial production 
has boomed—up by 18% in 1985 alone—but capital is 
being used even more wastefully. The Chinese save 
more of their incomes—around 30% of GNP in 1984— 
than the Swiss or the Japanese, but the money is 
ordered to be invested in manufacturing industries by 
state planning authorities which lack incentives to see 
that the benefits are used fully. 

The Shanghai Bicycle Company illustrates the point. 
It makes some of the most sophisticated bike-making 
machines anywhere. But, since the managers in Shang- 
hai get job satisfaction from producing better bikes than 
the other 139 bicycle-making plants in China, they will 
not sell their bike-making machines to other plants, 
even though the Shanghai Light Industry Bureau wants 
them to. Why should they behave differently until 
bigger profits at their factory can bring them higher 
wages—or the other plants are allowed to pay them 
higher wages to lure them from Shanghai? China’s 
planners should remember that reform is a bicycle: it 
either goes forward, or falls over. 








hose who don’t vote 


Mice and prosperity are usually good for parties in 
sower when election time rolls round. Add a popular 
sresident—summit-burnished—lots of money and no 
sig embarrassments, and the outlook for the Republi- 
vans next month seems bright. Things are not so simple. 
Fhe struggle is not between Republicans and Demo- 
erats, but between Republicans and apathy. 

No one expects the Democrats to lose control of the 
Aouse of Representatives (all 435 seats up for election): 
she Republicans last held it in the early 1950s and to 
-egain it would mean capturing three dozen Democratic 
eats. But the Republicans are expected to win several 
wovernorships (36 contests), because 15 Democrats are 
«iving up, compared with just four Republicans; and 
982, when these seats were last filled, was a good year 
vor Democrats. Even so, a spectacular change in the 
vurrent balance of governors—34 Democrats, 16 Re- 
»ublicans—is unlikely. So most attention will be on the 
p4 Senate contests, in which the Republicans are 
Mcfending 22 seats, the Democrats only 12. The Demo- 
rats. need to win only four seats to recapture the 


ontrol they lost in1980. 






Habit versus conviction 


Next month’s elections in America will be determined 








Voter turnout 
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Presidential 
elections 


If the laws of electoral behaviour apply, they will get 
their crucial four. This is not because of the historical , 
pattern of voters turning against the party of the 
president they first elected six years before. Electoral 
rebukes on the scale of those delivered to Presidents 
Nixon (after he had left office) in 1974, Johnson in 
1966, Eisenhower in 1958 and Roosevelt in 1938 do not 
look likely this year. There is nothing, after all, to rival 
Watergate or Vietnam, nor even the aimlessness and 
mild scandal of Eisenhower’s second term or the court- 
packing gambits of FDR. But one other element that is 
lacking this year may do the damage for the Republi- 
cans: the lack of a presidential election. 


Low polls swing lefter 

Without candidates for the White House on the ballot, 
many people will not bother to vote; the turnout could _ 
well be one-fifth lower than in 1980, when those 22 
more-or-less vulnerable Republican senators last faced 
the voters (and several of them were unseating Demo- 
crats elected in anti-Nixon 1974). Zealots and dichards 
of both parties will muster as usual; indeed, some 








totter to the polls this year. But missing will be the 
casual voters, those without strong partisan loyalties, 
who in the strongly anti-Democrat year of 1980 helped 
to give narrow victories to several of the 22 Republican 
defenders of 1986. ; 

It is this prospect, not disaffection with President 
Reagan, that makes analysts of voting behaviour like 
Mr William Schneider of the American Enterprise 
Institute think the Republicans will lose the Senate. 
Some pointers suggest they may be right. The winner of 
New York’s Democratic primary election for the Senate 
last month was not the candidate of mainstream views 
who had the tacit backing of the immensely popular 
governor and had spent $6m, but his left-wing underdog 
Opponent who spent only $800,000. How did it happen? 
A turnout of 13%. The committed went to vote, the 
bored stayed away. New York was not unusual. Among 
the 24 most vigorously contested primaries for Senate 
seats and governorships, the average turnout this year 
has been 10.3%, down from 11.8% four years ago to a 
20-year low. In the past, a low turnout in the primaries 
has been followed by a low turnout in the general 
election. 

Some Republicans think they will buck this trend. 
Average turnout this year has fallen, but Republican 
turnout, notably in the south, has risen. Voters’ enthu- 
siasm varies greatly from state to state, being affected 
not just by the qualities of those at the top of the ticket 


Don’t consider Japan 


Let other peoples in, as America has done: that’s the better stimulus to growth 


The cry goes up again: “Foreigners at the gate!”’. 
Immigration is once more troubling the industrial 
world. In America, Congress has abandoned this year’s 
divisive campaign to rewrite laws controlling the influx 
of aliens from Latin America. Japan, thanks to an 
extraordinary gaffe by its prime minister, has just been 
shown up as a race-conscious nation that won’t have 
foreigners threatening its bloodstock. In Britain, 
France and West Germany the mood seems to favour 
bolting the door against newcomers from the third 
world. Europe should not shoot that bolt. 

Europe has two diametrically opposed examples of 
economic success to consider. America is built on 
immigration, Japan on rejecting it. While sucking in 
waves of immigrants on a scale the world had never 
before witnessed, the United States in the late nine- 
teenth century created a modern industrial economy. It 
still receives vast numbers of newcomers: almost 
600,000 legal immigrants last year, plus perhaps three 
times as many illegals, mostly from Mexico, America’s 
envied vitality helps it to use this inflow creatively, but 
the vitality is also a result of the stimulus the newcomers 
bring. The West Indians who have emigrated to New 
York are known as the “new Jews” in that city’s black 
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Carter-shy Democrats who stayed at home in 1980 may 


Italian masons and Flemish weavers 















but by the excitements of other local races, by votes tc 
remove chief justices or by referendums to contro 
guns. 3 

In addition, over the next month, the Grand Ok 
Party will use some grand new devices—rock-musi 
commercials, patriotic appeals—to get the voters, par 
ticularly the young, to go to the polls. If electoral lore i: 
to win the Senate back for the Democrats, it will have tc 
apply in the states they so narrowly lost in 1980. 


The Democrats have more to lose 
Loss of the Senate would be a blow for the Republicans 
it could frustrate President Reagan’s power of appoint: 
ment during his last two years in office and enable the 
Democrats to win publicity for their less well-knows 
leaders in the run-up to the presidential election. Bu’ 
their gain, if it derived from voting behaviour, woule 
not mean much more than a reaffirmation of Ameri: 
cans’ fondness for divided rule; ever mistrustful go 
politicians, they now generally like to have Condi 
and the White House in different parties’ hands. . 
If, however, the Republicans retain the Senate, they 
will be bucking an old trend. They would be wrong tc 
argue then that a fundamental realignment has hap. 
pened; there is little evidence for that yet. But they 
would be right to argue that their hold on the Senate 
should then be all but assured until the 1990s, and the 
chances of the Democrats capturing the White House ir 
1988 would be even slimmer. ʻi oe 























community. America knows how to bring out the bes? 
in its newcomers. 

The Japanese believe that racial homogeneity 
duces economic efficiency. Mr Yasuhiro Nakasone sai 
as much when making his remarks (which he has sinc 
publicly regretted) about the racial mixed-upness © 
America. Just about all of Japan’s 120m people are pur 
Japanese, except for a relative handful of Koreans 
That proud and high-cost uniformity is one reason wh 
the retail distribution system in Japan, and many of it 
other service industries, are so appallingly inefficie 
and expensive. Japan is indeed an economic miracle 
but there are many reasons to think that racial homoge 
neity is not the main cause of that miracle. 


Japan isn’t copiable : 
Even if it were a good policy for Europe to emulates 
Japan, it is too late to try. Japan closed itself off frome 
the world for centuries, and clung to its homogeneit- 
even when it came out of seclusion in the m 
nineteenth century. Europe’s history is utterly differ 
ent. Its people have always been on the move, treating 
boundaries as lines to be crossed. In the Middle Age: 
went everywhe: 


























66I have one 
immediate objective 


for the group, 
to combine business 
success with public 
acceptability.99 


A REVIEW OF THE COMPANY'S 
PERFORMANCE AND PROSPECTS BY NEW 
CHAIRMAN CHRISTOPHER HARDING. 


British Nuclear Fuels saw 
turnover increase by some 15% to 
£629M, with home sales 
improving by over 21% to £507M. 
Exports stood at £122M, only 5% 
lower than the record level set in 
1985, while investment rose from 
£367M to £446M in 1986. 






















Despite an increase in 
turnover of £84M, the pre-tax 
profit is down to £44M from £68M 
last year and the dividend is 
lowered to £8.2M. 

Main reasons for the 
downturn were the additional costs 
of improvements in the handling 
and storing of waste and effluent, 
and delays in the new Fuel 
Handling Plant, a major and highly 
complex construction project, 
reaching desired production levels. 





TURNOVER 
EXPORTS 

PROFIT BEFORE TAX 
PROFIT AFTER TAX 
DIVIDEND 
INVESTMENT 





NUMBER OF EMPLOYEES 16,285 15,678 








INVESTMENT 


Our investment programme 
and order book provides jobs for 
16,000 people within the company 
and underwrites the jobs of some 
50,000 more in British Industry. 

We shall be investing £1M 
every day over the next decade. 
The commissioning of SIXEP - 
The Site Ion Exchange Effluent 
Plant, has halved low level 
radioactive effluent discharges at 
Sellafield. 

New plant coming on-stream 
in the early 1990’s, will bring these 
levels down to as near zero as 
makes no difference. 

Business prospects look 
extremely encouraging. 
Contracts for the Central 
Electricity Generating 
Board, South of 
Scotland Electricity 

Board and overseas 
customers, to 
undertake repro- 

cessing work in 





(THORP), are 


the Thermal Oxide 
Reprocessing Plant 


worth over £4,000M during the first 
10 years of its operation. 


SAFETY 


The public expects nuclear 
power to remain competitive, so 
we must look for constant 
improvements in our operation. It 
must be emphasised, however, that 
no cost reduction will be made at 
the expense of safety. The public 
rightly expects us to meet the 
tightest safety and environmental 
standards. We accept that. 

We accept too, the need to 
inform the pean pursuing the aim 
of not only being open, but of being 
seen to be open. 











THE ENERGY FUTURE 


As the world demand for 
energy increases, finite reserves of 
oil, gas and coal will probably be 
exhausted, sometime around the 
middle of the next century. 

By contrast there is an 
almost limitless supply of uranium. 
Consequently nuclear energy will 
continue to be in demand. The 
importance of inexpensive nuclear 
electricity to Britain cannot be 
understated. But we have to take 
the public with us, and to assure 
them that this industry has 
integrity, is safe, 
efficient and 
beneficial. 











[Send for your free 

| copy of our annual report 
and accounts to: 

| British Nuclear Fuels plc, 
Information Services, Risley, Warrington, 

| Cheshire WA3 6AS. 
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| the moving habit never really died out. In the grea 


came to count on different breeds of low-paid foreign 


workers to sweep its streets and run its public services... 


With south Europeans came blacks and browns. In 
Britain, the first generation of these people—as is usual 
with first-generation immigrants who have moved 
across oceans—had a lower crime rate than the British 
working-class as a whole. Their resentful children, as 
happened to some second-generation Italians in Ameri- 
ca in the 1920s, undeniably didn’t. 

As a consequence, Europe has now developed race- 
conscious immigration policies. Conservative-led 
France closes entry loopholes against North Africans. 
Britain decides to require visas of visitors from Asia and 
Africa, but not from white parts of the Commonwealth. 
West Germany battles to cut off an influx of third-world 
newcomers on the ground that most of them are 
“economic refugees” posing as political refugees. Little 
Denmark fears a third-world overspill like West Ger- 
many’s (see page 51). 


In defence of fairy tales 


As Voltaire said, history is a myth rewritten by each generation 


History is comforting. All those terrible things have 
happened in the past, yet here we still are, watching 
~ television and wondering what to do for Christmas. 
Grown-ups and children both enjoy the security of 
familiar history stories, and become annoyed when 
stories are changed. Quite abusive things are being said 
in Britain about a television drama called “The Mono- 
cled Mutineer”, which portrayed British soldiers in the 
first world war as murderers and rapists. There is relief 
that the slender available evidence suggests the BBC’s 
_ Suave working-class hero of that supposed mutiny was 
¿> not actually there. This has brought instant headlines to 
another playwright’s claim that the same BBC moguls 
urged him to write what his research showed to be anti- 
Thatcher untruths into a play about the Falklands, 
because the BBC deemed the truthful version to be too 
pro-Thatcher to show in an election year. 


Don’t get it right, just well-written? 

At the other end of the world, a Japanese minister has 
been sacked for saying that Japanese soldiers in China 
did not behave in too beastly a way in the 1930s. The 
acceptable history books say they did, but may not be 
wholly right. The minister has been punished for saying 
what a lot of Japanese believe. 

The trouble with history, even recent history, is that 
not much is known about it. Nobody knows the number 
of aircraft shot down in the Battle of Britain—though it 
is known that the cheery British claims at the time were 
wildly exaggerated, and that thoughtful officers who 
questioned them were threatened with demotion. Tan- 
talisingly little is known about much of recent commu- 
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immigration decade of the 1960s, expanding Europe 
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people from poor countries are less eager to go in 
search of them. As Western Europe grows relatively 
older than the rest of the world over the next 20 years, it 
could find itself relying on more, not fewer, to veh 






manual and health-service workers. Better to vee 
America’s direction than Japan’s. 












nist history, such as the murder in 1971 of Lin Biao, 
Mao’s expected successor. Ain 
The only really dismissible historian is still one who 
writes badly. People are gripped by Gibbon on Rome 
and by Trotsky on the Russian revolution because they 
wrote compellingly, not because they were particularly: 
accurate. Henry V and Richard III might just be names 
on graves had not Shakespeare given them words they 
could never have thought of themselves. oe 
Most looks at what happened before the ene 
century rely on threadbare evidence; that is why if i 
easy to win doctorates by writing theses based on it. The 
nineteenth century brought the first mass of written 
materials, and the twentieth century the first- moving 
pictures. Future historians will sift the recorded televi- 
sion interviews of all today’s public figures for signs 
(including excessive movement of the hands while 
talking) which future psychiatrists will probably deem 
to be as scientific as lie-detector tests. This is useful 
because that modern mass-destroyer of historical re- 
cord—the telephone call—will make it difficult to find 
which of today’s many conflicting biographies are right. 
Modern research seems to support the cock-up 
theory of history rather than more academic theories, in 
so far as any choice can be made among the facts and 
fancies in the toybox of history. Of course rewriting. 
must go on, or history would die of boredom. So it isa 
pity that “rewriting history” is a pejorative phrase that- 
damns all contemporary historians who are only trying _ 





to retell old tales in the mood of their times. Now, are 
you sitting comfortably? This isn’t exa ly what you've — 
€, but it shouldn’t hurt too m ee 
































“No, unfortunately 
there was only room 
































THE XO COGNAC by REMY MARTIN 


Exclusively Fine Champagne Cognac 


Remy Martin XO is a superio 


r XO cognac as it is made exclusively from grapes grown in 
la! : : ee : 
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You might expect a 
bank with “Trust” in 
its name to bea 
powerful force in 
corporate trust and 
agency services. 

So it should come 
as no surprise 
that more than 
2,000 corporate and 
governmental entities 
worldwide depend on 
Bankers Trust to service 
over $150 billion in 
securities. (We 
exercise fiduciary 

E responsibility 
for over $80 
billion in debt securities alone.) 

But for the same bank to bea 
major force in the Euromarkets— 
that might seem surprising. Yet 
last year, Bankers Trust lead- 
managed 26 Eurosecurity offer- 
ings totaling $2.5 billion. And was 
one of the most active participants 
in the secondary market, where 
we are a market-maker in over 
500 different Eurosecurities. 

Such dual leadership is the 
result of Bankers Trust’s remark- — 

















When Storer Communications 
“was acquired recently by its man- 
“agement and SCI Holdings, Inc.— 
“a corporation organized by Kohl- 
berg, Kravis, Roberts & Co.— 
Bankers Trust was selected as 
exchange agent for the $2.6 bil- 
lion acquisition. Our specialized 
-teorganization processing team 
handled twelve of the largest 
mergers in. 1985, totaling over 

$10 billion. 


It takes 
a special kind of ba 
to be a power in 
both corporate trust 
and Eurosecurities. 





able brand of banking: merchant 
banking. 

Merchant banking blends 
two distinct aspects of banking. 
One is the lending capabilities and 
breadth of non-credit services of a 
commercial bank. Among these 
are Our trust and agency services. 

The other half of merchant 
banking involves the intermediary 
skills and entrepreneurial spirit of 
an investment bank. From this 
half springs our strength in the 
Euromarkets. 

It’s this combination of 
investment and commercial bank- ` 
ing services that has made 
Bankers Trust the choice of so 
many private and public sector 
entities. For more often than not 
these days, what once were purely 
commercial banking functions 
now require a considerable degree 
of investment banking know- 
how. And vice versa. 

The combination has worked 
togive Bankers Trust leadership 
inmany areas. Amongthem: 

Trading. From our regional 
trading rooms in New York, Lon- 
don and the Far East, we execute 


































over $18 billion in money, securi- 
ties, and currency transactions 
daily. Bankers Trust is today one 
of the five largest primary United 
States government securities deal- 
ers and one of the acknowledged 
leaders in foreign currency trading. 

Loan syndication. We play 
a major role in the global syndi- 
cated loan and Euronote market. 
We are sixth among the top 50 
lead managers worldwide, and are 
ranked fifth by leading partic- 
ipants in the world’s capital 
markets in terms of innovative 

ruments and pricing. 

Swaps. Bankers Trust is a 
universally acknowledged market 
leader in the intricate world of 
currency and interest rate swaps. 
In 1985, our team of specialists in 
New York, London, Tokyo, Hong 
Kong and Toronto completed an 
average of more than three deals 
every day. 

Securities services. Our se- 
curities services capabilities go 
far beyond our leadership in 
worldwide custody and clearance. 
We also offer programs like 


Bankers Trust Company 
Merchant banking, worldwide. 


Dashwood House, 69 Old Broad: Street, London 





» Ittakes Bankers Trust. 


Institutional Brokerage, Securities 
Lending and Dividend Plus to maxi- 
mize the earning power of the 
securities we service. 

In almost every area, 
Bankers Trust’s merchant banking 
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Cory Aquino comes home to 


the hard bits 


Marcos is finished. That may seem an 
obvious thing to say about the man who 
has not been president of the Philippines 
since he was deposed by Mrs Cory 
Aquino in February, But, after he left, 
Mr Marcos tried to give the impression 
that his exile in Hawaii was no more than 
an extended holiday. He regularly tele- 
phoned former members of his court in 
Manila, advising them how to deal with 
the new government. He issued state- 
ments that were treated seriously, and 
sometimes with deference, in Philippine 
newspapers. 

Many people believed that he would 
soon return, if not to Manila, then to his 
home in the north of Luzon where, it was 
said, the majority of his supporters had 
remained loyal to him, From there, he 
would practise the old Marcos magic and 
regain his grip on the rest of the country. 

What finally popped this balloon was 
Mrs Aquino’s extraordinarily successful 

“nine-day visit to the United States, which 
ended on September 25th. The precise 
moment when it was popped was when 
she was entertained by President Reagan 
in the White House. Mr Reagan had been 
reluctant to abandon Mr Marcos in Feb- 
ruary. He had liked the man. He had 
never met Mrs Aquino, and doesn’t much 
care for rebels in unstable countries. 

Now here was Mrs Aquino sitting op- 
posite him, looking not very rebellious: a 
clearly well-educated, intelligent and sin- 
cere woman who was laughing at his jokes 
and appreciated his anecdotes. He liked 
her. He said that if she needed anything 
from him all she had to do was to pick up 
the phone. Marcos was suddenly, and 
formally, yesterday's man, no more than 
an irritant. Mrs Aquino has the priceless 
asset of America’s arm firmly round her 
shoulders for all the world to see. This 
was her prize for staying the course with 
hardly a wobble for the past eight 
months. 

How long she will keep that prize 
depends on her success in dealing with the 
three great trials that are testing her 
government, These are communism, the 
economy and quarrelling ministers. Com- 
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munism, in particular ending the 17-year 
insurgency, is the subject that gets most 
publicity because the guerrillas of the 
New People’s Army are still killing peo- 
ple as they did when Mr Marcos was in 
power. 

Mrs Aquino is trying to persuade the 
guerrillas to come down from the hills and 
resume lawful civilian lives. She points 
out that the reforms they profess to be 
fighting for—political freedom, land re- 
form, an end to corruption—are also the 
aims of her government. She is taking the 
risk of seeming soft on communism, but 
she is trying out a policy that was success- 
ful in the 1950s. Ramon Magsaysay, who 
was defence minister and then president 





from 1953 to 1957, defeated the commu- 
nist Huk rebels not by guns alone but by 
promoting social and economic reforms. 
He devised a resettlement programme 
along the lines that Mrs Aquino is offer- 
ing to today’s guerrillas. 

The communists have been slow to 
respond to Mrs Aquino’s call for at least a 
temporary ceasefire, let alone an end to 
the insurgency. The on-off negotiations 
hit a bump this week when a prominent 
guerrilla leader, Mr Rodolfo Salas, was 
arrested in Manila by the army on Sep- 
tember 29th. The guerrillas cried “not 
fair”, but Mr Salas had not been prom- 
ised safe conduct, unlike two other guer- 
rillas talking to the government. 

Mrs Aquino has had some success: a 
number of communist groups have made 
ceasefire deals with local military units 
and other guerrillas have surrendered 
their arms. She has made it clear that, if 
her offer of peace is rejected, she will 
order the army into battle against the 
remaining insurgents. Her army, which 
has been much improved in morale, 
equipment and training since February, 
will be a far more formidable fighting 
force than it was in Mr Marcos’s day, The 
Muslim rebellion in the south of the 
country looks like ending as a result of 
Mrs Aquino’s efforts. If it does, a lot of 
extra soldiers will become available to 
fight the communists. 

Everybody agrees that whatever appeal 
the communists may still have in the 
Philippines would be diminished if the 
economy were in better shape and more 
people had more money in their pockets. 
The country’s most burdensome problem 
is an overseas debt of $26 billion. A lot of 
this money seems to have gone into the 
pockets of Mr Marcos and his friends, but 
it still has to be repaid, and debt servicing 
absorbs more than 40% of the country’s 
export earnings. Mrs Aquino’s hope is to 
get that figure down to 25%. 

As a result of haggling during her 
American trip, she expects that the Phil- 
ippines will get loans of some $800m from 
the International Monetary Fund and the 
World Bank, and the Americans may 
chip in $200m of aid. Mrs Aquino be- 
lieves that these gestures, together with 
less protectionism, less corruption and 
the promise of the privatisation of state 
monopolies, will tempt more overseas 
firms to invest in the country. The Philip- 
pines badly needs more industry. Its main 
exports are primary products—coconut 
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oil, sugar, metal ores—whose world 
prices have fallen. 

Not all is gloom. There are patches of 
great poverty in the Philippines, notably 
the island of Negros, where the fall in the 
sugar price has meant many people losing 
their jobs. But most Filipinos get by. The 
few pesos earned by the newspaper and 
cigarette sellers in Manila go a long way. 
There are fish in the sea, and the humid 
climate makes things easy to grow. The 


~ Roman Catholic-cum-animist religion is a 


widespread comfort. 

The quarrels in the government that 
are reported in imaginative detail in the 
newly freed press are regarded by most 
Filipinos as an entertainment rather than 
as a cause of anxiety. Most of them centre 
around Mr Juan Ponce Enrile, Mrs 
Aquino’s, and formerly Mr Marcos’s, 
defence minister. He gives the impression 
that he regards his government colleagues 
as mostly leftie riff-raff, and that the 
answer to Philippine problems is to make 
him president. He even had the sauce 
recently to suggest that Mrs Aquino stand 
for election again next year instead of 
serving the six-year term she reckons she 
won in February. Mrs Aquino can endure 
Mr Enrile as long as necessary, knowing 
that the majority of Filipinos would never 
willingly accept as their leader a man who 
was so close to Mr Marcos. 

All the same, the next few months are 
going to be tricky. A new constitution is 
being drafted, and it looks like being too 
detailed to be a good one. There will be 
elections for new local authorities and a 
new parliament. These events will bring 
out all the envies and rivalries that Filipi- 
nos display with such enthusiasm. And it 
won't be much use calling up Ronnie. 
There are some things even he can’t fix. 


China 


Home thoughts 
from the seaside 





China's leaders have spent the summer in 
their seaside villas at Beidaihe, east of 
Peking, talking (didn’t you do the same?) 
about modernisation and reform. The 
result of their holiday-blighting delibera- 
tions was a 10,000-word document issued 
by the Communist party’s Central Com- 
mittee on September 28th. Speed-readers 
among the rest of China’s 44m party 
members will have quickly spotted the 
key phrases in the document, which they 
are being told to study in preparation for 
the party congress in October next year. 
Although it goes on a lot about ideology, 
a word China’s conservatives tend to use 
to attack Mr Deng Xiaoping’s reform 
programme, its pro-reform message still 
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A long, long wait in Cuba 


Can a book change a policy? In “Against 
All Hope”, Mr Armando Valladares 
described his gruelling experiences dur- 
ing more than 20 years in the Castro 
regime’s jails in Cuba. The book has 
been widely read in Washington and Mr 
Valladares has testified before a congres- 
sional committee. His story may have 
changed the Americans’ attitude to the 
plight of political prisoners in Cuba. It is 
unlikely to change Mr Fidel Castro’s. 

The Reagan administration’s policy 
has long been that it will not accept a 
new wave of immigration from Cuba 
until Mr Castro agrees to take back the 
2,700 criminals and mental patients 
whom he included among the 125,000 
Cubans he let out of the country in 1980. 
A few weeks ago Mr Reagan modified 
this policy: the United States will now 
admit political prisoners who have spent 
more than ten years in Cuban jails. A 
spokesman added that if Cuba would 
release 120 political prisoners named in 
Mr Valladares’s book, “we will take 
them immediately”. 

Mr Castro promised in 1984 to take his 
misfits back, to release 3,000 political 
prisoners and to let 20,000 Cubans go to 
the United States every year. But he 
cancelled this agreement when the 
Americans opened a broadcasting sta- 
tion, Radio Marti, designed for a Cuban 
audience. He offered in July this year to 
revive the agreement if the Americans 
would let him beam Havana Radio on 
medium wave across the United States. 
The Americans refused, saying that his 
broadcasts already covered much of the 
eastern seaboard. 

President Reagan’s new policy bore 


comes through loud and clear. 

The Central Committee decided that 
the economy is now what Communists 
call the “key link” in China's ideological 
life. In Mao Zedong’s day, the key link 
was “class struggle”. The change rests on 
a broad agreement among China’s lead- 
ers—even Mr Chen Yun, the veteran who 
has been the fiercest critic of some of the 
side-effects of reform—that China's eco- 
nomic modernisation must continue. The 
dispute between Mr Chen and the more 
enthusiastic reformers grouped around 
Mr Deng has been about the direction 
and pace of modernisation, rather than 
about modernisation itself. 

Conservatives within the party have 
pointed to “unhealthy” tendencies in the 
economy (such as corruption), and the 
fact that some people have made a mint 
out of the reforms. This, they have ar- 
gued, is a reason to slow down the pace of 
reform. Mr Deng and his men, on the 
other hand, have been inclined to see 
corruption as the result of too little re- 
form, and the continued shortages this 


fruit on September 15th, when 68 politi- 
cal prisoners who had served for more 
than ten years, and 43 members of their 
families, arrived in Miami. Their release 
had been partly negotiated by a delega- 
tion of American bishops and by the 
French underwater explorer, Mr Jacques 
Cousteau. It is Mr Castro’s custom to 
release groups of political prisoners 
when requested by visiting dignitaries. 
More prisoners are being processed by 
the small American staff in Havana; the 

are expected in Miami soon. : 

There are between 100 and 120 long- 
serving political prisoners, known as 
plantados. Mr Valladares was one of 
them. They have resisted harsh pressure 
to make them agree to undergo “‘politi- 
cal education”. In September two mem- 
bers of the unofficial Cuban human- 
rights committee, Mr Domingo Delgado 
and Mr José Alvarado, were arrested. 
This prompted another human-rights ac- 
tivist, Mr Ricardo Bofill (who has al- 
ready spent 12 years in Cuban jails), to 
take refuge in the French embassy—for 
the second time. On the first occasion, 
he had left after the Cuban authorities 
promised that he would not be prosecut- 
ed. Two years later, he was jailed for 
talking to foreign journalists. 

The three remaining members of the 
human-rights committee, Mr Elizardo 
Sanchez, Mr Enrique Hernandez and Mr 
Adolfo Rivero, were later said to have 
been arrested for giving the news of their 
two colleagues’ arrests to the Havana 
correspondents of Reuters and Agence 
France Presse. Cuba duly expelled the 
two agency correspondents on Septem- 
ber 25th. 
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produces, But he does not want to push 
China towards capitalism, he says. The 
critics’ consolation prize is the fact that 
good Marxist ideology is given equal 
billing with economic reform in the new 
document. But the Central Committee 
has also agreed that ideology will have to 
bend, sooner or later, if the modernisa- 
tion drive is to succeed. 

The Central Committee skirted ginger- 
ly around the issue of political reform. A 
recent spate of press articles has set off a 
debate about how far political institutions 
need to be adapted to the demands of a 
more modern economy. The debate looks 
like running on until the party congress 
and beyond. The new document dismiss- 
es “bourgeois” democracy, but fails to 
say what sort of change to the country’s 
present political institutions would be 

ptable. No wonder. In Mao’s day, 
Bi: the local party chiefs said was law. 
Some of them have found it hard to break 
the old habit. 


The old man’s still there 
The new document puts the emphasis on 
the rule of law, rather than party whim, 
and emphasises the need to make the 
party more accountable for its actions. 
Debate is to be encouraged. Science, the 
Central Committee says, has become 
“the main indicator of progress”, rather 
than the ideological purity of Mao’s day. 
The Deng men have long argued that the 
party’s authority is closely linked to the 
country’s economic performance. But 
any open discussion of such things is risky 
in a one-party country. 

Much of what the new document says 
_ would have been heresy before Mr Deng 

bounced back to power in 1978. It is a 
measure of how far he has cajoled his 

omrades into more modern thinking. 
„here are rumours that Mr Deng will 
retire from his few remaining official 
posts at the coming party congress. Even 
if he does, he is unlikely to bow out of all 
power. He told Poland's General Jaru- 
zelski in Peking on September 29th that it 
was not possible to talk of the superiority 
of socialism over capitalism until mo- 
dernisation had proved it. That does not 
sound like a man bowing out. 


Israel 


The dour man takes 
over 


FROM OUR ISRAEL CORRESPONDENT 


Few Israelis would have cared to predict 
in September 1984 that Israel’s exercise in 
power-sharing would last until now. But 
next Friday, October 10th, Mr Shimon 
Peres, of the Labour party, steps down as 
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prime minister and is replaced by Mr 
Yitzhak Shamir, of Likud. The odd ar- 
rangement has not only worked; most 
Israelis reckon it has served Israel well. 
They are pleased that their compromise 
government got them almost out of Leba- 
non. They are delighted that inflation has 
been reduced from a dreadful annual rate 
of 455% to a merely appalling one of 
around 20%. 

The durability of the coalition was 
based on a personal pact between Mr 
Peres and Mr Shamir, which held through 
a number of quarrels despite the differ- 
ences between the two men in personal- 
ity, style, convictions and standing in 
their parties. If they continue to stick by 
their deal, the national unity government 
could survive until the end of Mr Shamir’s 
term in November 1988. 

At 71, Mr Shamir is eight years older 





Shamir plans a tougher future 


than Mr Peres. He is less of an extrovert, 
although he has a sharp sense of humour. 
He prefers to say nothing rather than 
fudge. He is a linguist, speaking six lan- 
guages, including Russian, mostly with a 
horrible accent. Inflation and the Leba- 
non war gave him a hard time when he 
was last prime minister, for Likud alone, 
in 1983-84. But he has learnt a lot since 
his first visit to Washington five years ago 
as foreign minister, when he was too 
green to put up a real fight against 
America’s sale of AWACS reconnaissance 
aircraft to Saudi Arabia. 

When he takes over he will have to foot 
the bill for the achievements of Mr Per- 
es’s half-term. The fight against inflation 
has led to unemployment, defence cuts, 
new towns dying and enfeebled law en- 
forcement. Previous Likud governments 
tended to neglect the economy: Mr Sha- 
mir knows he will not be able to escape 
the demands it will make on his attention 
in the next two years. 
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He has promised to cut red tape, lower 
taxes and focus Israel's welfare system 
more accurately on the needy. His fi- 
nance minister, Mr Moshe Nissim, is on 
the liberal wing of Likud and strong for 
free enterprise. But Mr Shamir will also 
be advised by Professor Michael Bruno, 
the governor of the Bank of Israel, who 
devised the past two years’ successful 
campaign against inflation. Another ad- 
viser will be Mr Amos Rubin, an uncon- 
ventional economist who talks of promot- 
ing immigration as an economic 
stimulant—an idea not heard in Israel for 
15 years. He talks, too, of a smaller 
bureaucracy and looser exchange con- 
trols. He wants to get more foreign in- 
vestment in Israel. He hopes to attract 
Jewish businessmen from abroad: South 
Africans, for instance, who at present 
prefer to invest in the United States and 
Australia. 

In foreign policy, Mr Shamir will be a 
dourer proposition than his predecessor. 
He does not approve of the activism Mr 
Peres was talking of when he said, “Let 
the world face up to Israeli initiatives, not 
the other way round”. He does not like 
the phrase “land for peace”, favoured by 
Labour, though he is willing to talk of 
“territorial compromise for peace”. He 
originally opposed the Camp David 
agreement, but today he considers it 
binding: he will respect the Camp David 
offer to let the Palestinians of the West 
Bank and Gaza have a self-governing 
authority for five years, followed by nego- 
tiations over a “final status” that ‘‘recog- 
nises the legitimate rights of the Palestin- 
ian people and their just requirements”. 

Nor will Mr Shamir object to Mr Per- 
es’s moves to help King Hussein of Jor- 
dan strengthen his authority on the West 
Bank. This week three Arabs were ap- 
pointed as mayors of Hebron, Ramallah 
and E]-Bireh, with Jordan’s blessing. The 
search for Palestinian leaders indepen- 
dent of Mr Yasser Arafat thus continues. 

One of Mr Shamir’s assets is a long and 
intimate understanding of the men 
around President Reagan. This dates 
back to his previous time as prime minis- 
ter, when he helped to win the Reagan 
administration’s largely unquestioning 
support for Israel, and a rich flow of 
American aid. He may call on this Ameri- 
can backing to help him carry out an even 
tougher policy towards terrorism. He sees 
eye-to-eye on this with the Labour de- 
fence minister, Mr Yitzhak Rabin, who 
stays in office. Last month’s massacre of 
21 Jews in an Istanbul synagogue would 
not have gone unpunished under Mr 
Shamir. 

The toughness of the new prime minis- 
ter will be reinforced by his inner circle. 
This will probably consist of Mr Rabin, 
Mr Ariel Sharon, the trade and industry 
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minister, and Mr Shamir’s close friend Mr 
Moshe Arens, minister without portfolio. 
All these men are hawks. They are the 
team with which Mr Peres will have to 
contend from his new seat in the foreign 
ministry. As he leaves the prime minister- 
ship, Mr Peres has the consolation of 
knowing that the opinion polls are putting 
his Labour party well ahead of Mr Sha- 
mir’s Likud. In theory, that gives him the 
power to break the government and insist 
on an election. But will Labour's big 
present lead outlast the departure of a 
Labour prime minister? 


Lebanon 


Syria muffs it again 


FROM OUR LEVANT CORRESPONDENT 


Syria's hopes of getting a grip on the 
anarchy that still goes by the name of 
Lebanon suffered another setback this 
week. Elie Hobeika, Syria’s ally in the 
Maronite Christian community, made an- 
other attempt to challenge the main body 
of that community, which groups itself 
around President Amin Gemayel. He 
failed again. 

Last year the Syrians decided that Mr 
Hobeika, then the leader of the Maronite 
militia called the Lebanese Forces, was 
“their Maronite”. In December he added 
a Christian signature, alongside Shia 
Muslim and Druze ones, to a Syrian- 
sponsored agreement on political reform 
designed to settle the Muslim-Christian 
quarrel that is at the root of Lebanon’s 
miseries. But because it would have cut 
the Maronites’ share of power, it was 
rejected by President Gemayel. Mr Ho- 


Gemayel’s gunmen were better 
30 


beika was turfed out of Beirut, and his 
rival, Samir Geagea, resumed command 
of the Lebanese Forces. 

Since then the Syrians have encouraged 
various groups of non-Christian militia- 
men to try to overthrow Mr Gemayel, but 
they had no success against Mr Geagea’s 
men and units of the Lebanese army loyal 
to the president. So on September 27th 
Mr Hobeika had another go. An attack 
by 500 men under his command was 
launched on Christian east Beirut from, 
extraordinarily, the Muslim western part 
of the city, a route guaranteed not to 
endear them to other Christians. They 
could have assembled there only with 
Syria’s knowledge and backing. After two 
days of fighting, they were ejected from 
east Beirut, after more than 60 deaths and 
much destruction. The episode has al- 
most certainly finished Mr Hobeika as a 
Christian leader. 

Can the Syrians ever get on top of the 
mess in Lebanon? Their judgment must 
now be seriously in doubt. They made a 
misjudgment when they gave the Shias’ 
militia, Amal, the task of suppressing the 
Palestinians in the camps of southern 
Beirut who are loyal to Mr Yasser Arafat. 
Amal never really managed the job. Now 
Syrian’s claim to authority has suffered 
again. Once more, hope of an end to 
Lebanon’s violence has vanished like a 
mirage. 


South Africa 
Xhosas don't click 


FROM A CORRESPONDENT IN SOUTH AFRICA 


“We cannot allow our enemies to spit at 
us”, spluttered Mr Lennox Sebe, presi- 
dent-for-life of South Africa’s puppet 
state of Ciskei. His anger was aimed at his 
neighbours over the river in Transkei, the 
other homeland for the 6m South Afri- 
cans who speak the clicking Xhosa lan- 
guage. “If the South African government 
does not use all its diplomatic power 
now”, continued Mr Sebe, ‘we will have 
no option but to retaliate”. The thought 
of a shooting war within their borders 
appalled the South Africans. Their depu- 
ty foreign minister, Mr Ron Miller, 
rushed off to mediate, and units of South 
Africa’s army began patrolling the white- 
owned strip (see map) between the Xhosa 
homelands. 

The trouble began within the Ciskei’s 
ruling family, the Sebes. Until 1983 the 
territory’s security chief was General 
Charles Sebe, fond of dark glasses and 
shiny uniforms, a passionate anti-commu- 
nist, and trained by the South Africans in 
police and intelligence work. In 1984 he 
was sent to prison in Ciskei for 12 years, 
for inciting army and police officers to 








violence (in other words, for piottin 
against his older brother, President Len- 
nox Sebe). His security job, and his 
general’s hat, were inherited by Mr 
Kwane Sebe, son of President Lennox. 
Another of the president’s brothers, the 
former transport minister Mr Namba 
Sebe, got away to Transkei with two more 
ex-ministers. Mr Khambase Sebe, son of 
ex-General Charles, and Mr Toni Sebe, 
son of Mr Namba, were jailed for attack- 
ing the home of the foreign minister. 

On September 26th ex-General 
Charles was sprung from his prison in 
Ciskei by armed raiders, at first said by 
the authorities there to be white. Suspi- 
cion at once fell upon his former “‘subor- 
dinates”, seconded from the South Afri- 
can security police (this line has since 
been dropped, maybe because it is dan- 
gerous to pursue). Simultaneously, Gen- 
eral Kwane Sebe was kidnapped fro 
outside Ciskei’s luxury hotel, along wi 
his second-in-command. 

From Transkei Mr Namba sent a mes- 
sage to his brother, President Lennox, 
offering to release General Kwane in 
exchange for Mr Khambase and Mr Toni. 
Also from Transkei, ex-General Charles 
(who once asserted that he could run a 
marathon in two hours) proclaimed that 
he was in training again, this time to 
“restore democracy and stability to Cis- 
kei”. The exiled Sebes want their senior 
sibling to resign from the presidency. 

Transkei is a bigger and more serious 
sort of place, with about 3m inhabitants 
to Ciskei’s Im. Its president, Mr Tutor 
Ndamase, is much influenced by his pre- 
decessor, the wily old Chief Kaiser Ma- 
tanzima, who, in partnership with his 
brother Chief George, can legitimately 
claim hereditary leadership of all Xhosa 
people. The Xhosas have a tradition of 
resistance to white rule, and have provid- 
ed a high proportion of South Africa’s 
black leaders, including the jailed Mr 
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FROM OUR MEXICO CORRESPONDENT 


Mexico’s Roman Catholic church is lin- 
ing up behind the growing opposition to 
the country’s ruling Institutional Revolu- 
tionary Party (PRI). The church made its 
boldest venture into politics in July, 
when the bishops in Chihuahua state 
demanded that the blatantly fraud-se- 
cured PRI triumph in the elections there 
should be set aside. The bishops pro- 
posed to cancel Sunday masses in protest 
at the vote-rigging; but the Pope inter- 
vened, ordering celebration of the mass 
and averting what could have been Mexi- 
co’s touchiest church-state confrontation 
in half a century. 

The Pope’s order—issued after talks 
between the apostolic delegate in Mexi- 
co, Monsignor Geronimo Prigione, and 
the interior minister, Mr Manuel Bart- 
lett—might have been expected to deter 
the clergy from making further political 
statements. But churchmen in Oaxaca 
were soon condemning the government 
for election abuses in their state. And on 
August 19th, in an unusually strong 
statement, the conference of Mexican 
bishops declared its solidarity with peo- 
ple who “are defending their 
right . . . to elect their own rulers”. 

Government officials admit that this 
resurgence of clerical activity in politics 
is unnerving. Mexico's Catholic church is 
still a strong force, despite the efforts of 
the nineteenth-century reformers who 
expropriated its landholdings and of the 
presidents who, earlier in this century, 
authorised persecutions and placed the 
church under legal constraints un- 
matched until the communist world tried 
to suppress religion. 

More than 90% of Mexicans are at 
least nominally Catholics. The virgin of 





Nelson Mandela and his stand-in as lead- 
er of the African National Congress, Mr 
Oliver Tambo. 

The Transkeians believe (perhaps 
rightly) that Ciskei was invented mainly 
to prevent the Xhosas uniting. Chief 
Kaiser Matanzima once threatened to 
invade and annexe Ciskei; Transkei also 
financed an application to the South Afri- 
can supreme court to block Ciskei’s ‘‘in- 
dependence”, claiming that the law es- 
tablishing the homelands provides for 
one, not two, states per ethnic group. 

Ciskei was due to hold an election next 
month. It has been cancelled for lack of 
any opposition candidates to Mr Lennox 
Sebe’s alarming rule. The place is too 
weak to stand the strain within the Sebe 
family. Many senior South Africans think 
President Lennox Sebe’s usefulness is 
over. But they cannot do anything openly 
about that without demonstrating their 
power over the homelands, which they 
like to pretend they do not have. 
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The power and the glory revisited 


Penitent, but not to the government 


Guadalupe is as much a national symbol 
as the eagle-and-cactus official seal. Yet 
priests are constitutionally forbidden to 
wear clerical collars and cassocks when 
they walk in the street. The church 
cannot publish newspapers or air its 
views on the radio. The government, 
which does not recognise the church, is 
legally the owner of the former church 
properties. Clergymen are banned from 
all political activity, including voting. 
Nor is the church as strong as it was: 
church attendance is dwindling, and few- 
er young men are entering the seminar- 


Togo 
Invasion by taxi 


FROM A CORRESPONDENT IN LOME 





The survivors of the invasion of Togo 
looked more like unemployed street- 
cleaners than ruthless terrorists. Their 
transport included dilapidated jeeps and 
taxis with smashed windows. The taxis 
had Ghanaian licence plates and a few of 
the invaders carried Ghanaian army pa- 
pers. Their equipment included explo- 
sives, rockets and grenades, and the usual 
Kalashnikov rifles (as well as grigri 
charms to ward off bullets). 

The invasion may not have been all that 
serious. An attempt was certainly detect- 
ed, before dawn on September 24th, to 
mount an uprising against the 19-year-old 
regime of President Gnassingbé Eyadéma 
of Togo. The plotters were based in the 
western suburbs of Togo’s capital, Lomé, 





ies. There are 40,000 parishes, but only 
10,000 priests—although many of these, 
engaged in grassroots social issues such 
as tenancy disputes, have a wide popular 
following. The Catholic church also faces 
competitors. Both urban slums and re- 
mote rural areas have been penetrated 
by Protestant evangelists, many of them 
from the United States. 

The ruling party's attitude towards the 
church has markedly softened. Three 
years ago the church lobbied openly and 
successfully against the proposed legalis- 
ing of abortion, The constitutional ban 
on church-based public education is 
flouted daily by tens of thousands of 
parochial school students. Many high 
officials, including the ruling party's 
president, Mr Adolfo Lugo Verduzco, 
are pious churchgoers. In the July elec- 
tion in Chihuahua, PRI candidates public- 
ly professed their faith and distributed 
campaign stickers proclaiming families 
to be “proudly Catholic and Priista’’. 

The Pope seems to have a special 
place in his heart for his Mexican flock. 
The crowds that greeted him on his 1979 
visit—the first foreign trip of his papa- 
cy—were among the largest and most 
enthusiastic gatherings in Mexican histo- 
ry. Now he is in the process of creating a 
twentieth-century Mexican saint. 

In 1927 Mexico’s President Plutarco 
Elias Calles ordered the execution by 
firing squad of Father Miguel Pro Jua- 
rez, a Jesuit leader of the bloody, sav- 
agely repressed, “Cristero” rebellion. 
Two years later, the same president 
founded the PRI. In July the Vatican 
placed Padre Pro on the road to saint- 
hood, approving a plea filed 34 years 
ago. When the Pope formally beatifies 
Padre Pro—which he is expected to do 
within the next few months—the Mexi- 
can faithful may see the gesture as a 
deliberate rebuke to the ruling party. 
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which lie across the frontier with Ghana. 
Ghana has sheltered the family of Togo’s 
first president, Sylvanus Olympio, assas- 
sinated in 1963 by soldiers commanded by 
Mr Eyadéma, who was then a sergeant. 
The Olympios, although descended from 
Brazilian re-immigrants to Africa, are 
affiliated to the Ewe people who live both 
in Ghana and in southern Togo: the 
Togolese Ewes resent rule by Mr Eya- 
déma, who comes from the northern 
Kabré tribe. 

But the coup failed, and the right-wing 
Togolese government has levelled innu- 
endos rather than accusations of complic- 
ity at the left-wing governments of Ghana 
and of its northern neighbour Burkina 
Faso (formerly Upper Volta). The Gha- 
naian army is pathetically underpaid, and 
some of its soldiers will fight for anybody 
with a few dollars to spare, even against 
their own government. 

The significant consequence of the up- 
rising came three days after it was put 
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Eyadéma points to Paris 


down. At the request of the Togolese 
government 150 French paratroops and 
four Jaguar fighter aircraft, together with 
50 paratroops from Zaire, arrived in 
Lomé. The Franco-Togolese defence 
agreement of 1963 says that France will 
help its ex-colony against an ‘external 
threat”. Such a threat, if it had existed, 
was pretty certainly over by the time the 
paratroops arrived. 

Togo was a German colony before it 
was a French one, and has powerful 


Malaysia 





ethnic, geographical and commercial 
(meaning smuggling) links with English- 
speaking Ghana. Mr Eyadéma’s govern- 
ment, in his early years, was less faithful 
to la francophonie than is usual in 
France’s former colonies; he even had a 
North Korean palace guard. Now French 
soldiers are on the spot. They have prom- 
ised to leave before this year’s Franco- 
African summit meeting takes place there 
next month. But the meeting’s flavour 
will be reliably French. 





That's rude 


Dr Mahathir Mohamad is a touchy man, 
it seems: maybe too touchy for his coun- 
try’s good. Goaded by years of critical 
articles in the Asian edition of America’s 
Wall Street Journal, the Malaysian gov- 
ernment, of which Dr Mahathir is prime 
minister, on September 26th banned the 
newspaper for three months and expelled 
its two correspondents. Mr Lim Kit 
Siang, leader of Malaysia’s opposition 
Democratic Action party, noted acidly 
that such actions against America’s lead- 
ing business paper were unlikely to help 
Dr Mahathir’s efforts to entice American 
investors to revive his country’s economy. 

Dr Mahathir made his bid for those 
investors in New York this week. He 
announced that the so-called bumiputra 
(native) policy, under which foreign firms 
had to give a share of their equity to 
Malays, has been partly suspended. The 
change is designed to help an economy 
laid low by falling world prices for Malay- 
sia’s tin, rubber and oil. But Malaysia’s 
economy suffers from other ailments 
too—notably corruption, inefficiency and 
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a fuzzy line between politics and business. 

The prime minister regards reporting 
of such matters as a “Zionist” conspiracy 
against Malaysia by the foreign press. In a 
stinging retort which amazed a region 
unused to the adversarial style of the 
western media, the Wall Street Journal 
advised Dr Mahathir to “skip New York 
and go take a look at the economic 
stagnation in Rangoon, Burma. That’s 
where he’s headed anyway”. 

Dr Mahathir has been upsetting for- 
eigners ever since he became prime minis- 
ter in 1981. His look-east, “buy British 
last” policy did not endear him to the 
former colonial power. The Japanese, 
whom he told Malaysians to emulate, 
have since been clobbered for what he 
calls economic colonialism. But despite 
its present economic gloom and its awk- 
ward leader, Malaysia still looks a good 
market in some eyes. 

Britain is no longer last on the list. A 
British minister, Mr John Patten, has just 
taken a group of hungry British industri- 
alists on a selling tour to Malaysia, Thai- 


land and Indonesia. In Malaysia they put 
the seal on a £412m contract for piped 
water. “Colonial” Japan has long done 
well in the countries of the Association of 
South East Asian Nations, which include 
Malaysia. In 1985 it had more than 23% 
of ASEAN trade. The British had 2.6%. 
They can only improve. 


Taiwan 
Outsiders want in 


FROM OUR SPECIAL CORRESPONDENT IN TAIWAN 





Members of Taiwan’s political opposi- 
tion, which is tolerated but not recog- 
nised, announced on September 28th that 
they had formed a Democratic Progress 
party and were nominating 42 candidates 
for the election which is to be held on 
December 6th. They thereby defied a 37- 
year-old ban on opposition parties. The 
ruling Kuomintang or Nationalist party 
was taken by surprise. Its leaders held 
several urgent meetings whose failure to 
produce an immediate decision indicated 
their continuing inability to agree about 
political liberalisation. 

In recent elections up to 20% of the 
votes, and a handful of seats, have gone 
to opposition candidates loosely grouped 
under the name of the dangwai (“outside 
the party”). At the beginning of this year 
President Chiang Ching-kuo instructed a 
group of Kuomintang officials to consider 
political reforms and hold talks with the 
opposition. This upset many Kuomintang 
hardliners. But dangwai politicians say 
they believe the talks were simply meant 
to make the Kuomintang look less doctri- 
naire before the December election. 

Indeed, the spring thaw initiated by the 
president was followed by an unseason- 
able chill. Since June, six opposition 
politicians have been arrested on charges 
of libel or of violating election campaign 
laws. Mr Lin Cheng-chieh, the publisher 
of an opposition magazine, who had ac- 
cused a Kuomintang politician of selling 
kangaroo meat as beef, and of a financial 
irregularity, was sentenced to 18 months 
for libel. This set off an unprecedented 11 
days of peaceful but, for Taiwan, impres- 
sive opposition rallies in six cities. 

According to Mr Lin and another op- 
position publisher, Mr Antonio Chiang, 
the dangwai was greatly helped by the 
government's obduracy. The best-known 
opposition politician, Mr Kang Hing- 
hsiang, who had been thought to be going 
soft, was seen in several of the street 
demonstrations. The dangwai leaders 
who took this week’s startling decision 
were evidently both disenchanted by the 
president’s failure to follow up his spring 
initiative and emboldened by the popular 
support they have recently received. 
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To the Iceland station 


It was classy political theatre. President 
Ronald Reagan, shedding half-a-dozen 
years in his pleasure at presenting such a 
surprise, pranced into his secretary of 
tate’s press conference to break the news 
hat he would be holding a pre-summit 
summit with Mr Mikhail Gorbachev in 
Iceland the weekend after next. Almost 
irrelevant, after that, for journalists to go 
on hassling Mr George Shultz for the 
details of the spy-journalist-dissident 
swap. 

Mr Gorbachev suggested a preparatory 
meeting, in either Iceland or Britain, at 
the end of the long letter that Mr Reagan 
received from him on September 19th. 
Mr Reagan, after consulting his wife, his 
chief of staff, Mr Shultz and one or two 
others, took less than a day to decide to 
accept, provided that Mr Nicholas Dani- 
loff, the American reporter arrested a 
month ago in Moscow in retaliation for 
the arrest of Mr Gennadi Zakharov in 
New York, was safely back in America. 
Iceland was chosen as being neatly half- 
way between Moscow and Washington; a 
weekend, October 11th-12th, for greater 
informality. 


A trade by any other name 
__THE ECONOMIST OCTOBER 4 1986 
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Mr Daniloff’s freedom took longer to 
fix, including 24 hours of talk between Mr 
Shultz and the Soviet foreign minister, Mr 
Edward Shevardnadze. The deal—a word 
American officials dislike a little less than 
“trade”—turned out like this: Mr Dani- 
loff was released unconditionally on Sep- 
tember 29th; the next day, Mr Zakharov 
pleaded “no contest” to three charges of 
spying, was given five years’ probation 
and told to leave the United States, which 
he did that afternoon; Mr Yuri Orlov, 
who founded the group that tried to 
monitor Soviet compliance with the 1975 
Helsinki human-rights accords and has 
been punished, since his arrest ten years 
ago, with imprisonment and Siberian ex- 
ile, is to be allowed to leave the Soviet 
Union, together with his wife, some time 
before October 7th. 

Downgrading Mr Zakharov to a 
“small-fry spy”, the State Department 
maintains that the exchange for the heroic 
Mr Orlov is a splendid one; po-faced, it 
contends that Mr Daniloff’s release was a 
separate matter. The general reaction is 
relief that a messy business, out of which 
there was no good way, is over: a longer 
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time span between releasing Mr Daniloff 
and Mr Zakharov would have dragged 
out a process that most people had come 
to accept as deplorable but inevitable. Mr 
Reagan’s critics to the right are predict- 
ably, and not unreasonably, angry: no 
American will now be safe in Moscow, 
says Senator Malcolm Wallop, who goes 
on to suggest that the United States, by 
bartering in humans, has lost its moral 
bearings. 

Mr Shultz is also under attack for 
having shifted ground, quite a bit, over 
the partly connected expulsion of 25 
members of the Soviet Union mission to 
the United Nations. The United States 
has been trying, for some time, to reduce 
the size of the mission and the Soviet 
Union, after initial defiance, seems to 
have tacitly accepted this reduction. It 
had cut the numbers down by the October 
lst deadline; the question now is whether 
Russia should choose who stays and who 
goes, or whether America should insist on 
the departure of the 25 who, in the heat of 
the Daniloff-Zakharov affair, it identified 
as spies. Some of the 25 have gone; 
others, says Mr Shultz, have been given a 
two-week grace period and their future 
will be discussed in Iceland. 

Americans’ response to the pre-summit 
summit is mostly favourable, cutting 
across party lines; it is also confused since 
nobody, including the administration, 
knows what such an animal is. The agen- 
da will cover the same range of issues as a 
full summit: arms control, bilateral rela- 
tions, regional disputes, human rights. 
Both governments have signalled that an 
agreement on medium-range missiles 
may be within reach, though it is not yet 
grasped. More ambitiously, both the ad- 
ministration and Mr Shevardnadze, at his 
press conference in New York, dropped 
hints that the pre-summiteers might try to 
find a way round the impasse that blocks 
American-Soviet discussion on strategic 
nuclear weapons and space-based 
systems. 

The theory, roughly, is that the two 
leaders, by getting together, will push the 
goodwill boat out a bit. Their talk is 
designed to provide a stimulus to the 
negotiators in Geneva and elsewhere so 
that a deal or two may be ready in time 
for the real summit in the United States 
that is supposed to take place later this 
year or perhaps, since timetables are 
slipping a bit, next spring. 

Mr Gorbachev, it is suggested in Wash- 
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President Reagan is to sign into law a bill 
declaring the rose the “national floral 
emblem”. Our gardening correspondent 
writes: 

Rosa Americana (1986), the newest 
arrival in the gallery of roses, is also 
known as R. Bennett (Democrat, Louisi- 
ana) and R. Boggs (Democrat, Louisi- 
ana) after its propagators in Congress. It 
is advertised as hardy, showy, fragrant, 
free, all-American, and readily grown on 
north walls in all 50 states. The colour 
and foliage are yet to be established, but 
gardeners are assured that it is superior 
to the state varieties R. Cherokee (Geor- 
gia), R. Cornbeltis (lowa), R. Bismarck 
(North Dakota) and R. $20-the-bunch- 
take-it-or-leave-it (New York). It also has 
nothing at all to do with the R. Prole- 
taria, of rambling habit, favoured by 
socialist parties in Europe. 

History. Fossil remains in Oregon and 

„ Colorado suggest that R. Americana may 
have flowered in the Rockies 35m years 
ago. George Washington may have tried 
to grow an antecedent in his garden at 

© Mount Vernon. Such native efforts have 
been discouraged in recent years by the 
dumping in American markets of the 
Colombian import R. Narcotica, for 
which. home growers are demanding 
countervailing duties. a 

Propagation. Successful propagation 
of R. Americana has taken almost a 
century and 70 attempts in Congress. 

Intensive cultivation by the American 


“ington, underestimated the disruption 
. that would be caused by the Daniloff 
business and wanted to do something 
quick and definite to get American-Rus- 
sian relations back on track. He is reluc- 
_ > tant to commit himself to a formal summit 
until an agreement is in the bag; he has 
said, repeatedly, that the next summit 
must produce more than handshakes. A 

Mini-summit, free from this condition, 
makes good political sense for the Rus- 
sian leader. 

And probably for the American one 





fully comprehending the motive, is a 
gamble for Mr Reagan. But the sudden 
flight to Reykjavik, in pursuit of peace, 
will go down nicely with voters in Novem- 
ber. The president has got the uncondi- 
tional summit he wanted, not tied to Mr 
Gorbachev’s demand for a concrete 
agreement. If the talks go well, he is 
- likely to emerge with honour and a date 
for the next meeting; if they go badly, he 
will be able to show that he tried, and 
American voters are unlikely to hold him 
< tësponsible for failing. And, the minor 
and immediate consideration, the Reyk- 
javik excursion: provides an admirable 

distraction from. all that talk of swaps, 
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October in the garden _ 


too. Agreeing to a Soviet tactic, without. 


senators needed to prevent his veto from 





Rose Society of Shreveport, Louisiana, 
recommended it at last to Mr Bennett 
and Mrs Boggs. This is a rose that does 
best when the ground is cleared of com- 
peting species such as carnation (Dian- 
thus Ohiaensis), sunflower (Helianthus 
Kansas) and grass (herba ubique detes- 
tata). In particular, the ground must be 
free of Calendula Everett Dirksen, the 
marigold, promoted by the late senator 
for three decades as a more apt and 
robust symbol of the national character. 
Diseases. R. Americana has thrived on 
a minimum of debate, on voice votes and 
on sentiment. It may, however, be prone 
to mildew (indifferentia publica). A 
mulch of bald eagle guano is advised. 


















































blinking and swallowed words. 

Yet there is unease, in some quarters, 
lest the talk in Iceland turns out to be a 
little too relaxed. Conservatives fear that 
Mr Reagan may, unknowingly, be play- 
ing Mr Gorbachev’s game. His own elec- 
toral timetable could make the president 
a trifle too eager to please. And Mr 
Henry Kissinger, who knows more about 
summitry than most, deplores the as- 
sumption that issues of immense technical 
complexity.can, on rather short notice, be 
settled by heads of government on the 
basis of personality. 


Southern Africa _ 
Congress regrets - 


uy es WASHINGTON, DC 
One consequence of the high excitement 
of the pre-summit summit has. been the 
deflection of attention from another of 
the president's troubles: South African 
sanctions. Mr Reagan vetoed the sanc- 
tions bill on September 26th, as quietly as 
he could, in the. full knowledge that he 
would probably not have the votes of 34 








being overridden. To countermand a 
presidential veto Congress must register 
two-thirds votes in each house; the House 
of Representatives threw the veto out by 
a conclusive 313 votes to 83. If the 
Senate, in its more cautious way, follows 
suit this week, it will be the first time that 
Congress has overridden Mr Reagan’s 
veto on a foreign-policy issue of any 
importance. i 

Mr George Shultz, flashing the Icelan- 
dic knife, maintained that if Mr Reagan 
were to be defied by his own Congress he 
would be weakened for his meeting with 
Mr Gorbachev. The nine or so Republi- 
can senators who are the target of the 
administration's advocacy were pained— 
it is no small matter for them to challenge 
their president in this way—but probably 
not persuaded. 

The American sanctions bill, if it 
enacted, is quite a bit harsher than t 
measures so far adopted by South Afri- 
ca’s other main trading partners. Yet the 
argument inside the United States is not 
really about the effectiveness of the re- 
Strictions, or the merits of one measure 
over another; few can be sure what the 
results will be, or who in the end may be 
worst hurt. 

The dispute has turned on signals and 
symbolism and messages: the insistence 
on imposing sanctions reflects a broad 
desire to shift the United States from 
what most Americans, inside and outside 
Congress, see as the wrong side of Afri- 
ca’s great divide. Senator Richard Lugar, 
the chairman of the Senate Foreign Rela- 
tions Committee, has, against his own 
nature, taken the lead in opposing the 
president’s wishes. He argues that if bi- 
partisan sanctions were to be replaced by 
the president’s milder measures the Sout 
African government would claim victory. 
and the United States, whatever it did o1 
said, would continue to be seen as the 
principal apologist for apartheid. . 

Mr Reagan’s suggestions, contained in 
a letter to the Senate majority leader, Mr 
Robert Dole, were presented limply, as if 
rejection were expected: “a day late and a 
dollar short” remarked one of Mt Lugar’s 
assistants. The nomination of a. black 
ambassador to South Africa, Mr Edward 
Perkins, was duly announced on Septem- 
ber 30th; the hope that the administra- 
tion’s message could be changed by 
changing the colour of the messenger’s 
skin was dismissed some time ago. 

The sweetener at-the end of the presi- 
dent’s letter to Mr Dole was his promise 
to present, to the next Congress, “a 
comprehensive multi-year programme” 
for regional development in southern Af- 
rica. A supplementary request for $500m 
spread over five years is being talked 
about, although, given the parsimonious 








„attitude to foreign aid in general, those o 
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envisioned millions could become as hard 
to conjure up as the $300m for Central 
American development that Mr Reagan 
proposed earlier this year when asking for 
aid for the Nicaraguan guerrillas. 

The general intention would be to 
include the United States in a joint effort, 
at present financed by a few European 
countries, to improve southern Africa’s 
railways and ports. With six of South 
Africa’s nine neighbours landlocked, 
about 80% of their trade goes south, 
subject to South Africa’s whim; outlets to 
the sea through Angola, Mozambique 
and Tanzania are blocked or disrupted by 
guerrillas, or reduced to a crawl by bu- 
reaucratic mismanagement and decrepit 
installations. 

One of the many unknowns about 
sanctions is whether South Africa, in 


Eà retaliation for its own punishment, might 
| inflict ever greater punishment on its 


neighbours. Hardliners in the South Afri- 
can government and army (less moved 
than economists or businessmen by the 
advantages of being the boss fish in a 
pond of tiddlers) boast of the extra dam- 
age and destabilisation that South Africa 
could, if it chose, deliver. Mr Reagan is 


Mid-term elections 
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presenting his regional-development pro- 
posal in the cheerful framework of “post- 
apartheid” times; it might be more realis- 
tic, in the short run, to think in terms of a 
post-sanctions threat. 

The irony of the American proposal is 
that the United States, with the approval 
of Congress, may destroy with one hand 
the greater self-sufficiency that it is pro- 
posing to create with the other. Mr Jonas 
Savimbi’s UNITA guerrillas, supported 
from South Africa, have shut off the 
region’s sea route to the west through 
Angola; and now that Congress has voted 
away its earlier restraints, the CIA is 
joining the South Africans in active sup- 
port of the rebels. To the east, the 
RENAMO guerrillas, with South African 
support, are disrupting the rail links, and 
much else, in Mozambique. Conservative 
groups in America are turning on Mo- 
zambique’s socialist government, hoping 
to make Americans judge RENAMO in 
much the same light as they have come to 
judge UNITA. An official commitment to a 
regional trade route through Mozam- 
bique would, even without spending 
much money, clash with an American 
blessing for RENAMO. 


Wooing liberals in Pennsylvania 


Pennsylvania’s Senate race is one of a 
handful throughout the country in which 
both candidates are running against Rea- 
ganism. The Democratic challenger, Mr 
Bob Edgar, has unbeatable anti-Reagan 
credentials, with a 100% rating from 
those liberal certifiers, Americans for 
Democratic Action. The incumbent, Mr 
Arlen Specter, gets only 55% from the 
ADA but he is top of Congressional Quar- 
terly’s annual list of Republicans who 
have voted against the administration— 
70% of the time in his case. The president 
will not be coming to campaign for him, 
which Mr Specter reckons means $1m in 
contributions forgone. He explains the 
omitted invitation as fulfilling a pledge 
that his vote for the Mx missile was not for 
sale. Others see it simply as sound strate- 
gy for Pennsylvania. 

It is clear why a state which has lost 
300,000 industrial jobs in recent years, 
which has 800,000 more registered Dem- 
ocrats than Republicans and which gave 
the president his fourth-smallest margin 
in 1984, would not be Reagan country. 
But what has yet to be proved is whether 
a Democrat can break Pennsylvania’s 24- 
year habit of sending moderate Republi- 
cans to the Senate. The pollsters’ incoher- 
ent answer is “perhaps”. One statewide 
poll this week showed Senator Specter 
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leading by 8%, another by 22%. Even Mr 
Edgar’s aides do not believe the lower 
margin, but they take it as evidence that 
their man is beginning to narrow a bridge- 
able gap. 

Mr Edgar is a celebrated comer-from- 
behind. He proved it 12 years ago by 
becoming the first Democrat to win his 
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suburban Philadelphia constituency since 
before the civil war, and then by keeping 
it, by cliff-hanging margins, in five more 
elections. He did so again this spring by 
beating the machine candidate in the 
Democratic primary. Five weeks before 
that vote, he was farther behind than he is 
today. He is counting on the same strate- 
gy to make up the difference this time: 
extensive grassroots organising, with can- 
vassers recruited from interest groups 
such as environmentalists, anti-nuclear 
activists and unionised steelworkers. 

The other part of the Edgar offensive is 
a blitz of critical television commercials 
on the theme that his opponent is a vicar 
of Bray. This week the Specter team 
began replying in kind, with advertise- 
ments pointing to Mr Edgar's poor con- 
gressional attendance record. Mr Specter 
waxes indignant about the “‘mean-spirit- 
edness” of the Edgar campaign. Mr Ed- 
gar insists that he is merely telling the 
truth about the two Arlen Specters, one 
pretending to be a Democrat in Pennsyl- 
vania and the other an obedient Republi- 
can in Washington. Some Democrats see 
the ads as a tactical mistake, especially for 
a Methodist minister whose main selling 
point is his decency. 

If in fact there are two Specters, they 
are the social liberal and the economic 
wanderer (votes for a balanced-budget 
amendment and Gramm-Rudman, fol- 
lowed by attempts to reinstate welfare 
programmes). Little separates the candi- 
dates in their views on abortion, school 
prayer, civil rights and most foreign- 
policy issues, though Mr Specter has 
voted with his party just often and incon- 
sistently enough to draw Democratic fire. 
His promise to vote to override the presi- 
dent’s veto on South African sanctions 
(and his endorsement by the Rev Leon 
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Sullivan, the author of the code of con- 
duct for American companies in South 
Africa) should blunt the Democrats’ use 
of this issue. 

On the issues of jobs and foreign trade, 
which are closer to home, especially in 
the depressed western part of the state, 
both candidates indulge in foreigner- 
bashing and promise to extract money 
from Washington (one of Mr Specter’s 
media moments this week was handing 
over a two-foot cheque for $15m for a 
Pittsburgh airport extension; he says un- 
abashedly that “My job on the appropria- 
tions committee is to bring money to 
Pennsylvania”). Neither candidate offers 
solutions for deindustrialisation. But Mr 
Edgar is worried that those who have lost 
jobs and hope may also have lost the urge 
to vote. 

Mr Specter also has to worry about 
turnout in party strongholds. In the pri- 
mary, an obscure fundamentalist with a 
$2,400 budget took a quarter of the 
Republican vote. Some fundamentalists 
may well decide to sit out the election 
rather than help put in a pseudo-Demo- 
cratic Jew. 

There are votes to be poached, howev- 
er, from Democrats among Pennsylva- 
nia’s 1m licensed hunters (more than in 
any other state), who value the senator’s 
Opposition to gun control. The National 
Rifle Association is mounting advertising 
and direct-mail campaigns on Mr Spec- 
ter’s behalf; the Democrats claim that this 
spending by the NRA may reach $100,000 
by November. 

Even without a presidential presence to 
tempt contributors, Mr Specter looks 
likely to raise at least $6m to his oppo- 
nent’s $3m. And the national party will 
help on election eve with, among other 
things, a computerised telephone call to 
every registered Republican who, on an- 
swering, will hear the recorded voice of 
Mr Ronald Reagan asking for his vote. 
The Democrats hope to compensate by 
organisation. Mr Edgar's hero is Senator 
Tom Harkin of Iowa, who won against 
the odds two years ago with a populist 
campaign; the field manager of that cam- 
paign is now out to repeat her trick in 
Pennsylvania. 

Her client, however, has yet to learn 
the populist touch. Senator Specter 
speeds through a New Castle factory with 
a word for every worker. Mr Edgar passes 
a Pittsburgh soup kitchen queue without 
so much as a nod. He appeared shy and 


- awkward recently with wealthy Philadel- 


phia blacks, gathered by his fellow minis- 
ter and neighbour, Congressman Bill 
Gray, to put $15,000 in his campaign pot. 
Yet it is widely acknowledged that no 
Pennsylvania politician in years has in- 
spired so large and so devoted a corps of 
campaign workers. 
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Still, in a state of 12m people, money 
for television is likely to count for more 
than any amount of handshakes. For both 
candidates the challenge will be mobilis- 
ing the faithful (estimated at 45% for 
each) and then converting half plus one of 
the rest. Arlen Specter claims the contest- 
ed 10% is a liberal group. As one of the 
20 most liberal congressmen in the coun- 
try, Bob Edgar must hope he is right. 





New politeness in 
North Carolina 


RALEIGH 


When Mr James Broyhill appeared be- 
fore the North Carolina Association of 
Minority Businesses in Raleigh the other 
day, he was introduced as “our senator”. 
In fact, he has served in the Senate for 
only three months. Mr Broyhill was an 
interim appointment by his fellow Repub- 
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lican; Governor James Martin, to com- 
plete the term of John East, who commit- 
ted suicide. But even this short 
incumbency has helped propel Mr Broy- 
hill towards a full term after the Novem- 
ber election. 

Before he became a senator, Mr Broy- 
hill had trailed his Democratic opponent, 
Mr Terry Sanford, in public opinion polls. 
But now the Broyhill campaign seems to 
have closed the gap. The most recent 
survey suggests that 43% support Mr 
Broyhill and 40% Mr Sanford. Both can- 
didates agree that their race is nearly 
even. 

Mr Broyhill was fortified by a series of 
summertime television commercials, un- 
answered by his opponent. One of these 
showed the senator attending a meeting 
of the governor’s cabinet, and another 
featured an endorsement of Mr Broyhil 
by Mr Jesse Helms, the state’s senio 
senator, also a Republican. Unable to 
afford television advertising until Sep- 
tember, Mr Sanford spent the summer 
visiting courthouse towns and trying to 
reunite the Democratic party at the grass 
roots. 

The Broyhill and Sanford campaigns 
are expected to spend only about a third 
of the $26m consumed in 1983, when 
Senator Helms took on the former Demo- 
cratic governor, Mr James Hunt, and 
neither candidate seems prepared to re- 
peat the discourtesies of that race. Mr 
Sanford, in particular, shows great reluc- 
tance to engage in anything that smacks 
of scurrilous campaigning, even to the 
point of hesitating to draw ideological 
lines between himself and his opponent. 

Both Mr Broyhill and Mr Sanford are 
veterans of public life who represent the 
mainstream of their political parties. Mr 
Broyhill, a member of a well-known fur 
niture-making family, served for nearly 
24 years in the House of Representatives, 
where, as senior Republican on the Ener- 
gy and Commerce Committee, he ac- 
quired a reputation for being friendly to 
business. Mr Sanford, an ex-president of 
Duke University, was elected governor in 
1960; his four-year term was noted for its 
racial moderation and its emphasis on 
education. One of his measures as gover- 
nor, his imposition of a sales tax on food 
to pay for his education reforms, has 
become an issue in the Senate race. But 
Mr Sanford has no regrets; he claims his 
action “has done more good than any 
other single act in the history of North 
Carolina.” 

North Carolina’s cities and white-collar 
suburbs have enjoyed prosperity with low 
unemployment in recent years, but its 
textile towns and farm areas have suf- 
fered. More than 200,000 people in the 
state still work in textiles, but 14,000 
textile jobs have been lost in the past 
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year. Mr Sanford tries to associate his 
opponent with Republican policies in 
Washington, but Mr Broyhill was a chief 
proponent of legislation limiting textile 
imports, a measure vetoed by President 
Reagan. While distancing himself from 
his party on that issue, Mr Broyhill has in 
recent days appealed to Mr Helms’s firm- 
est supporters, in particular the Christian 
fundamentalists. He has made two cam- 
paign appearances in the company of 
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the Rev Pat Robertson, the television 
evangelist. 

North Carolina is one of the southern 
states where Republicans have fared best 
in the 1980s. This year, seven of the 11 
races for the House are fiercely contest- 
ed. If the Republicans hold their House 
gains, and their Senate seat, they will 
truly be able to claim that they have 
established themselves in traditionally 
Democratic North Carolina. 


Ploughing a furrow to Washington 


The economic woes in the heartland are 
driving farmers off the land—into poli- 
tics. At least five farmers are running for 
the House of Representatives this year: 
Wayne Cryts and Doug Hughes in Mis- 
souri, Gerald McCathern and Doug Seal 
in Texas and Buck O'Brien in Montana. 
All are activists within the American 
Agricultural Movement, the protest or- 
ganisation that sprang up across the farm 
belt in the late 1970s and sent the tractor- 
cade to Washington in Jimmy Carter's 
presidency. Since those days, the AAM 
has split in two. One group has opted out 
of conventional politics and turned right- 
ward; another more mainstream section 
has plunged into electoral activities, cre- 
ating a political action committee, lobby- 
ing Congress and, this year, running 
candidates in the Democratic party. 

The AAM itself is part of an even wider 
farmers’ political movement which has 
been focused on the figure of Mr Jim 
Hightower, the popular Texas agricul- 
ture commissioner. Mr Hightower faces 
an apparently easy run for re-election 
this autumn and talks openly of running 
for the Senate later. He took the lead 
two years ago in drafting legislation that 
would give farmers a vote in a policy 
mechanism that would raise prices and 
control production, Introduced into 
Congress in 1985 under the auspices of 
Senator Tom Harkin, whose election in 
Iowa had been helped by the farm pro- 
test, it did surprisingly well, but was 
killed in the House last year by a coali- 
tion of conservative and liberal urban 
representatives. 

This year it has been introduced again. 
A main sponsor is Mr Richard Gephardt 
of Missouri, a mainstream Democratic 
politician with presidential hopes solidly 
tied to Iowa, a depressed farm state 
where he has already been campaigning. 
Farm activists of the new breed, many of 
them from Iowa, warmly-welcomed Mr 
Gephardt to the movement at a recent 
rally in St Louis. 

Of the five farmers-turned-politician, 
Mr Cryts is the poster boy for the farmer 
in politics. His family has farmed for six 
generations in south-eastern Missouri, 
managing what until the early 1980s was 
a profitable million-dollar family farm. 
Then, among tumbling prices and 
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mounting debt, Mr Cryts realised he was 
about to go broke. In 1981 he made 
headlines when, with friends and police 
watching, he proceeded to a bankrupt 
grain elevator, tore down the door and 
removed what he claimed was his right- 
ful amount of grain. Since then he has 
been among the most active members of 
the AAM, travelling to Washington to 
lobby for higher farm prices on 70 differ- 
ent occasions. Mr Cryts backs the Har- 
kin farm bill, opposes aid to the contras, 
supports organised labour and talks like 
an old-fashioned protectionist. “What 
I'm wanting out of my product is a fair 
price,” he says, “not a subsidy or a 
welfare cheque.” 

His national image may help him if the 
vote is large, but he faces a constituency 
of generally conservative farmers who 
have repeatedly shown that they are 
prepared to vote against their economic 
interests. His main hope lies in the 
foothill counties of the Ozarks which 
edge his district to the west, where the 
populism of his campaign could eventu- 
ally take hold. 
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Still-open Louisiana 


NEW ORLEANS 


Louisiana will, after all, hold a Senate 
election on November 4th. Experts from 
out of state had predicted that the Repub- 
lican candidate, Mr Henson Moore, 
would win more than 50% of the vote in 
the state primary election on October 


Something similar holds true for Mr 
Hughes, a farmer from Chilicothe in the 
depressed north-western part of Missou- 
ri, where farmers have staged a protest 
against the government loan office and 
where the Rev Jesse Jackson has been a 
frequent visitor. Mr Hughes could do 
well among his farm friends, but 300,000 
of his district’s 500,000-odd voters are in 
the Kansas City suburbs. Mr Hughes 
also campaigns vigorously for the Harkin 
farm bill. His big difficulty is that, while 
the political activists who back him ad- 
mire Mr Hughes, they also have a grudg- 
ing admiration for their incumbent con- 
gressman, Mr Tom Coleman, one of the 
few Republicans who supported the Har- 
kin legislation last year in Congress. 

The two Texas candidates are both 
AAM activists whose political success will 
probably depend on how much effort Mr 
Hightower can put into their campaigns. 
Even with his help, they could be caught 
up in the overall Democratic slump in 
Texas, intensified by the decline in oil 
prices. Mr Buck O’Brien, a wheat farm- 
er who is running for the House in 
eastern Montana, is an admitted long 
shot; but the only time Democrats came 
close to winning there in recent years 
was when they put up a farmer. 


The latest thing in congressional limousines 
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27th, which would have allowed him to 
claim the seat being relinquished by Sena- 
tor Russell Long without a further con- 
test. But Mr Moore took only 44% of the 
vote and will therefore face for a second 
time his main Democratic opponent in 
last Saturday’s primary, Mr John Breaux, 
who beat 12 other members of his own 
party with 37% of the vote. Louisiana, 
ever the political eccentric, holds one 
primary open to both Republican and 


_ Democratic voters 


Mr Moore and Mr Breaux are both 
congressmen; the Republican represents 
Baton Rouge, the Democrat Cajun coun- 
try. Both hold similar conservative views. 
The main differences between them are 
their party labels and the amount of 
money at their disposal. Mr Moore, who 
had $5m, outspent Mr Breaux by three to 
one. Mr Moore was also able to bring to 


his assistance President Reagan, intensely 
popular among many in Louisiana, 
though this may have reminded some 
others, notably blacks, that Mr Moore is a 
Republican. The president’s popularity 
may also have led some out-of-state pun- 
dits to assume that Republicanism was 
equally popular. The local experts say 
they were not surprised by the outcome of 
the primary. 

Mr Breaux did better than expected 
among blacks, and Mr Moore less well. 
The candidate supported by most black 
leaders failed to attract much of the black 
vote. If Mr Breaux can hang on to this 
support, and exploit the fact that Mr 
Moore has failed to live up to expecta- 
tions of an early victory, he has a chance 
of catching up with Mr Moore. But be- 
cause the general election will be held on 
a Tuesday, black turnout is expected to 


Birdshot in California 


In a year when women in both parties are 
capturing the national spotlight with po- 
litical successes from Arizona to Ver- 
mont, the central female figure in Cali- 
fornian politics is under siege. Miss Rose 
Bird, the chief justice of the state Su- 
preme Court, has aroused fury for voting 
consistently against the death penalty, 
and the main issue in California has 
become whether, on November 4th, she 
will keep her post. 

The attack on Justice Bird is frequent- 
ly led by the governor, Mr George 
Deukmejian, who is running for re- 
election himself. Mr Deukmejian, as a 
Republican legislator some years back, 
drafted one version of California’s capi- 
tal-punishment law; when he was attor- 
ney-general, he clamoured for more exe- 
cutions. At present, more than 170 men 
on California’s death row are awaiting 
mandatory final review of their sen- 
tences by the state Supreme Court. Only 
59 have so far been examined and in only 
three cases has ‘execution been con- 
firmed, which in California means the 
gas chamber; the chief justice has voted 
for death in none of them. No murderer, 
however, has gone free. 

Mr Deukmejian is outraged that 56 
cases should have been returned for 
retrial “on error”. He says so in almost 
every speech and he includes in his 
condemnations two of Justice Bird’s col- 
leagues on the court, Justices Joseph 
Grodin and Cruz Reynoso, whom he 
calls “liberals” lacking in “impartiality 
and objectivity”. Justice Grodin is a 
former professor of labour law, and 
Justice Reynoso is the first Hispanic to 
serve on the Supreme Court. Both were 
appointed, as was Justice Bird, by the 
Democratic ex-governor, Mr Jerry 
Brown: more than enough to condemn 
them, in the eyes of some. 


SAN FRANCISCO 


A number of professional campaign 
managers, discreetly supported by Mr 
Deukmejian, have fielded five separate 
organisations to work for the defeat of 
the three justices. So far, they have 
collected and spent $5.6m on direct mail, 
radio and television advertising. Letters 
to newspapers across the state berate 
Miss Bird personally; as a result, she 
now travels guarded by state police. 

A more scholarly line of attack ap- 
pears in the papers and speeches pre- 
pared by eminent law firms and law 
professors, such as Mr Phil Johnson of 





The chief likes her independence 






be low; the reason for this is that state and 
local elections in Louisiana are held on 
Saturdays. 

Louisiana has not had a Republican 
senator for more than 100 years. Demo- 
crats have traditionally held sway. The 
Republicans held the governorship for a 
brief four-year reign until 1984, when Mr 
Edwin Edwards, the freewheeling lover 
of the gaming tables, took over. The 
voters in Louisiana are indulgent, but 
Governor Edwards went too far, having 
the bad taste in the eyes of his constitu- 
ents to be prosecuted for racketeering 
and fraud. Although acquitted, he has not 
been forgiven and his once golden popu- 
larity has faded. In the primary campaign, 
his scandals did not appear to hurt his 
protégé, Mr Breaux. But the relationship 
was not exploited by Mr Moore. That 
could change. 


Loyola Law School in Los Angeles. 
These criticise the court not merely over 
the death penalty, but for its liberal bent 
in civil suits: siding with tenants against 
landlords, with the poor against taxpay- 
ers and with the injured against holders 
of liability insurance. Many lawyers also 
feel that Miss Bird has failed in one duty 
thought essential in a chief justice, that 
of persuading her colleagues into’ con- 
sensus. She makes a point of fostering 
individual opinions, and always sepa- 
rately records her own whether she votes 
with the majority or not. Even her two 
most liberal colleagues do not always 
vote with her. 

Miss Bird has her supporters, within 
the legal fraternity and outside it, but she 
disdains campaigning and refuses organ- 
ised support. The most she has done is to 
prepare a series of television advertise- 
ments which simply show her, among her 
law books, talking about the indepen- 
dence of the judiciary. To counter criti- 
cisms of dowdiness, she has recently 
taken pains over her appearance. The 
majority of those responding to a poll 
taken in August found her honest and 
well qualified, but they still thought she 
had gone too far in protecting criminal 
defendants and opposing the death pen- 
alty. In the end, 57% said they opposed 
her confirmation, most of them strongly. 

Mr Deukmejian’s campaign against 
her opens him to the charge that he 
means to create a new court to his own 
taste. If only two of the justices were 
defeated and then replaced, he would 
(assuming that he himself is re-elected) 
have appointed a majority of the court’s 
members. But the Supreme Court ques- 
tion is likely to bewilder voters. Six 
justices are up for confirmation this year 
out of a seven-member court, and none 
of them carries a party label. Voters may 
have difficulty sorting them out—al- 
though, after the invective of the past 
months, they will not have to ask what 
sort of justice Miss Bird is. 
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WATER IN AMERICA 





Colourless, odourless, 
tasteless—priceless 


Water—once something that only westerners worried about—is now a 
upation of all Americans. Some states have water shortages; 
others have all the water they need, but wonder how safe it is to drink. 


Increasingly, environmentalists and economists are finding that 


OV- 


rnment cannot guarantee enough water, of good quality, where it is 
ed. They are turning to market forces for help 


Take any flight from Chicago to San 
Francisco, or from St Louis to Los Ange- 
les, and a proposition becomes starkly 
clear below. God made the western Unit- 
ed States to be a desert, and man made 
parts of it bloom. 

Since the middle of the last century, 
westerners have learnt how to cultivate 
what was, almost within living memory, 
the largest tract of virgin land outside 
Siberia or Australia. Cantaloupes now 
grow in Nevada; cotton in Arizona; or- 
anges, and almost everything else, in 
California. These crops make up an agri- 
business like no other in the world, a 
mixture of huge companies and small 
farmers, all dependent on water. 

That the politics and economics of 
water should have shaped the west for a 
„century is a fact well known in America, 
hough dimly understood outside it. What 


The aquifer will love it 
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is new is that water is becoming a matter 
of national concern. Historically, the is- 
sue in the western states has been the 
quantity of water needed to sustain farm- 
ing. That issue is still as critical as ever. 
But the scale of need has been much 
increased by the millions of new migrants 
to the west. And now, in the rest of the 
country, and in the westas well, there is a 
different worry—about the quality of the 
water that people drink. 

In New Jersey, and in many other 
eastern states, drinking-water pollution 
has become an urgent matter of political 
debate. In California, where a recent 
survey found 19% of wells to have trace 
elements of potentially harmful organic 
chemicals, and 6% of them to have quan- 
tities of those elements above the state’s 
“action” levels, water pollution has be- 
come the biggest issue in this year’s 





governor's race. The only big, new envi- 
ronmental programmes of the Reagan 
administration have concerned water 
quality. 

In some states, notably Arizona, the 
preferred solution to a shortage of water 
is nothing less than to change the shape of 
the economy, by substituting for agricul- 
ture (which consumes 80-90% of Arizo- 
na’s water) an economy based on indus- 
tries and services, But that shift implies 
that the population of the sunbelt states 
will continue to grow—and more people 
means greater demand for drinkable wa- 
ter. Moreover, though agricultural pesti- 
cides, and particularly fumigants, can 
pollute water, they usually do so in areas 
of low population. Industrial wastes, like 
the toxic trichloroethylene (TCE) found in 
many solvents, pollute water supplies in 
the very places where millions of people 
live. A survey of wells in California found 
that the most polluted ones were in the 
Los Angeles basin. 


Overdrawn aquifers 
Water quality would not be such a huge 
problem were it not for the importance to 
America of groundwater. According to 
Congress’s Office of Technology Assess- 
ment (OTA), groundwater provides about 
40% of the country’s water for irrigation, 
and 80% for all water uses (both in the 
home and to sustain livestock) in the 
country’s rural areas. Groundwater is 
found in aquifers, permeable saturated 
zones of rock that can be “mined” by 
wells. The aquifers range from tiny pock- 
ets, which supply just a small community 
or a few houses, to the giant Ogallala 
aquifer, which underlies parts of eight 
states from South Dakota to Texas. 
Especially in the west, the aquifers are 
being depleted. Withdrawals of ground- 
water increased from about 35 billion 
gallons a day in 1950 to almost 90 billion 
gallons a day in 1980. Each year, Arizona 
uses 2.5m acre-feet of groundwater more 
than nature can replenish (an acre-foot is 
the amount of water needed to cover an 
acre to the depth of a foot, or 271,000 
imperial gallons). Parts of west Texas, 
above a depleted part of the Ogallala, are 
already dustbowls. In other areas, exces- 
sive drawing from an aquifer can mean 
that the water becomes saturated with 
harmful natural salts, making it useless 
for crop or beast. In coastal areas like 
Long Island, overdrawing an aquifer can 
shift the underground boundary between 
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salt and fresh water, thus drawing up salt 
water into drinking supplies. 

This pattern of depletion and natural 
contamination is problematic enough if it 
just makes farmland unusable. But 118m 
Americans—half the country—rely on 
groundwater for their drinking supplies, 
and a minimum of 1-2% of the country’s 
groundwater is contaminated by things a 
lot worse than common salt. The OTA 
thinks the real figure is likely to be 
higher. Present guesses are based only on 
those aquifers already surveyed, and the 
science and technology both of mapping 
aquifers and of measuring their contami- 
nation are still young. Moreover, as the 
Californian study found, most contami- 
nated aquifers are close to population 
centres, so the effective contamination of 
drinking water is much higher than that 1- 
2%. 

In America’s cornbelt, where ground- 
water provides 75% of drinking supplies, 
nitrate pollution from fertilisers is already 
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acute. In 1984, 40 public water sources in 
Iowa contained higher than permitted 
levels of nitrate. Certain pesticides can 
soak down into aquifers as well—in par- 
ticular a group called the nematocides 
that is used to kill roundworms. The 
federal government decided to ban some 
nematocides after they were found in the 
groundwater of California and Florida. 
No one is really sure how dangerous 
this contamination is. Medical-testing 
techniques are often a source of contro- 
versy, but it is at least clear that some 
contaminants, like TCE and nitrates, can 
cause Cancer in some concentrations. In 
1984, the OTA, typically guarded (which is 
why its reports are respected), would 
conclude only that “a variety of informa- 
tion suggests that the consumption of 
groundwater contaminated with chemi- 
cals can result in acute, subchronic and 
chronic human health impacts.” But how- 
ever small the health risk may be (and 
many argue that it is negligible), that is 
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somewhat beside the point. Water quality 
has become a. politically charged. issue. 
Ordinary people think they can choose 
whether they smoke or drink alcohol. But 
they have little or no control over the 
water they drink, which makes any health 
risks within it that much more scary. 
Doubts about the quality of groundwa- 
ter have come as a surprise to many 
Americans. For years, farmers and indus- 
trialists assumed (if they ever thought 
about it at all) that the layer of soil and 
rock above an aquifer was a natural filter 
that would purify any gunk they dumped 
on the ground. Hydrologists now know 
that such assumptions are wrong. Pollut- 
ants can, and do, leach into aquifers. It all 
depends on local circumstances. In Geor- 
gia, for example, some aquifers are cov- 
ered by 300 feet of clay, which is enough 
to cope with anything that the twentieth 
century might drop on it. Florida, in 
contrast, is a 500-mile long, low promon- 
tory of limestone and sand. According to 
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an official at the Environmental Protec- 
tion Agency (EPA), “if you stub your toe 
there, you hit the water-table. If you spit, 
you pollute it,” 

When .. surface water--a river or 
stream—becomes polluted, it can often 
be treated, or; over time, cleanse itself. 
But the problems of cleaning aquifers are 
immense. Government officials know 
that even if every source of contamination 
were blocked tomorrow, plenty of dross 
would remain in the soil.and tock above 
aquifers which would take decades to find 
its way to the water-table.. Ending con- 
tamination now, even if that were possi- 
ble, would only help to prevent future 
pollution, To find a cure’ for. what. is 
already in.the ground is much harder. 

Once polluted, aquifers have a tenden- 
cy to stay that way, Water moves in them 
only slowly, at rates of 5-50 feet a year. 
Contaminants typically. form “plumes” 
that continue to be highly. concentrated. 


-T They d do not oepa into. adjacent water 














where their effect would be diluted. 

oA technology i is being developed that 
may-one day allow aquifers to be cleaned 
up, or at least “lined” so that plumes do 
not move too far. The OTA reports that 
both biological and chemical treatment of 
contaminated aquifers might one day be 
useful. Micro-organisms, for example, 
could be injected into an aquifer to gob- 
ble up contaminants. But that technol- 
ogy, though it has been used for oil spills, 
is still only at the R&D stage and its 
potential is highly uncertain. 

Alternatively, a spoilt aquifer can be 
pumped dry. But that carries danger of its 
own, because pumping can shift the 
boundary between contaminated and 
pure water. Besides, something has to. be 
done with the polluted water; it cannot 
simply be wished away. : 

Consider the northern Central Valle 
of California. There, the run-off fr 
some newly irrigated marginal land was 
dumped into some reservoits-—the Kes- 
terson lakes—which were then found to 
have such high levels of selenium that 
wildfowl in the lakes are dying in their 
thousands. Knowledgeable health offi- 
cials say that the only thing to.be done 
with the lakes is to drain:them into San 
Francisco bay, which is at least cleansed 
daily by ocean tides. Try telling that to 
residents of the bay area. 


The Superfund elie 

It is sometimes possible to remove the 
sources of contamination of groundwater. 
The federal government's “Superfund” 
programme, if Congress can decide how 
to pay for it, will provide $8.5 billion over 
five years to clean up more than 500 of the 
most noxious dumps. But Superfund is 
costly. Moreover, say its critics, because 
90% of the costs of clean-up under t 
programme are borne by the federal 
government, there is no incentive: for 
state and local governments to choose the 
most cost-effective way of cleaning: up 
hazardous waste—and every incentive for 
them to use Superfund money .as yet 
another pork-barrel for favoured local 
projects or contractors. Anyway, Super- 
fund hardly scratches the surface of the 
19,000 ‘abandoned and uncontrolled haz- 
ardous-waste: sites in the country. Nor 
does it do anything about the 93,000 
municipal or industrial landfills which are ` 


‘supposedly non-hazardous, but in reality 


(because for years there was little moni- 
toring of who dumped what into them) far 
from clean: 
The dismal litany goes on. According 
to the EPA, there are more. than 180,000 
“surface impoundments’—pits and la- 
goons with liquid wastes~—in the country, 
and 2.3m underground petrol tanks (the 
EPA quotes studies which claim that any- 


where between 3% and 25% of these are 
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leaking). Then there are the country’s 
20m septic tanks, many badly sited, oth- 
ers “cleaned” periodically with solvents 
rich in TCE. 

For the federal government to seek to 
“solve” the problem of groundwater pol- 
lution would require sums of money that 
would dwarf anything that Superfund’s 
boosters have ever dreamed of, together 
with tight controls on the uses to which 
land can be put. In these days of Gramm- 
Rudman budget cuts—and of a new fed- 
eralism, designed to let the states take as 
many decisions as they can—it is not 
going to happen, and nobody but the 
most starry-eyed environmentalist thinks 
it will. 

Water quality is going to be mainly a 
matter that the states will have to sort out 
| themselves. The federal government's 

role will probably be limited to setting 
standards, giving technical assistance and 
spreading the word on the best manage- 
ment practices—as the EPA has just done, 
for example, on septic tanks. But what 
policies will the states adopt? On that, a 
debate is only just starting, and it is one 
that in its essentials is likely to mirror the 
parallel debate on water quantity. Shortly 
put, the choice is between regulatory 
schemes and public expenditure on the 
one hand, and the market on the other. 


Cash flows run dry, too 

Traditionally, when the west needed 
more water for its thirsty farmers, Wash- 
ington provided it by building dams and 
diverting flows from areas of plentiful 
water to areas of scarcity. Although plen- 
ty of people in the west still cannot 
believe it—some continue to dream up 
schemes like diverting British Columbia's 
rivers to American farmers—the era of 
_ huge water projects is over. The Central 


Arizona Project (CAP), a 330-mile-long 
system which, when completed in 1991, 
will divert 1.5m acre-feet of water from 
the Colorado River to Arizona's farms 
and cities, is almost certainly the last of 
the behemoths. 

The big schemes have been shelved 
mainly because of expense. Many people 
argue that in California, for instance, 
which has been adept at transferring 
water from its wet north to its barren 
south, all the easy projects have already 
been built. Mr Henry Vaux, of the Uni- 
versity of California at Riverside, says 
that the schemes of which Californian 
water engineers still dream would provide 
water costing $400-S00 an acre-foot at the 
dam-site—before transport costs have 
been added. At present, many farmers in 
California’s Central Valley are paying 
only $5 an acre-foot for their water, with 
the average somewhere between $25 and 
$30. 

In the past, the west has done its best to 
get the federal government to subsidise its 
farmers and bring marginal land under 
irrigation. But cost-sharing schemes now 
spread the burden of water projects; 
about 70% of the construction cost of the 
CaP will eventually be paid by Arizona, 
not Washington. Thus if western states 
wish their farmers to be subsidised, they 
will have to do it themselves. That would 
mean tax increases for the growing pro- 
portion of westerners who live in towns. 
But no western governor is going to raise 
taxes to the levels that Mr Vaux’s figures 


imply. 


Babbitt’s battle 

In 1980, Arizona’s governor, Mr Bruce 
Babbitt, saw the writing on the wall. 
Plenty of the state’s farmers were getting 
groundwater virtually free; they would 
have gone on overpumping for years. Mr 
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Babbitt had to choose: either restrict the 
use of water by controls, or raise its price 
steeply. He went for controls, cajoling his 
farmers, businessmen and home-owners 
into an extraordinary, and much-ad- 
mired, groundwater plan. His scheme 
introduces four “active management ar- 
eas”, which include the cities of Phoenix 
and Tucson. These must aim by 2025 to 
reach a position where groundwater with- 
drawals do not exceed natural recharge. 
In three other areas of the state new 
irrigation is banned. After 2006, in the 
most radical part of the scheme, the state 
will have the power to buy and “retire” 
irrigated land. 

Arizona’s solution depends on a set of 
regulatory mechanisms that enforce its 
code. Those regulations, which limit the 
amount of groundwater that can be with- 
drawn, also interfere with the uses to 
which land can be put. They have been 
accepted by Arizonans because most of 
them are towndwellers anyway, and look 
forward to a typical sunbelt, high-tech ~ 
economy: 20 years before the date for 
“retirement” of irrigated land, farms are 
already being bought up for housing and 
industry. 


Enter the enviro-economists 

The Babbitt approach seems to have a 
good chance of working, But farmers are 
more powerful in a state like California, 
and the regulatory regime needed to work 
an “Arizona plan” is horrendous to con- 
template. So water shortages there re- 
quire some creative thinking, which they 
are getting, from both economists and 
environmentalists, 

The first step, according to Mr Vaux, is 
to stop pretending that water is anything 
but a scarce commodity. At present, 
water is. priced as if it were a plentiful 
good, at its average cost. If it were priced 
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at marginal cost, he thinks that domestic 
consumption per person in southern Cali- 
fornia in 2000 would be 180 gallons a day. 
At average cost, it might be 196 gallons. 
Marginal-cost pricing would doubtless 
force some Californians to stop watering 
their lawns (or at least to water them with 
treated effluent). But Mr Vaux’s estimate 
of 180 gallons a day would still be three 
times as much as the average figure in 
Israel, which is no more of a desert than 
southern California. 

The big changes would come if margin- 
al-cost pricing were supplemented by ar- 
rangements which enabled those who 
have more water than they need to sell it 
to those who are short of it. Under most 

of the west’s fiendishly complex water 

law, private contracts to sell water from 
one basin to another are rare, and sales of 
groundwater supplies often forbidden 

(because those who extract groundwater 

typically do not “own” any part of the 

aquifer). 

That is a shame—most obviously in the 
` case of surface water. On Mr Vaux’s 
; calculations, if some agricultural areas of 
California were allowed to sell the water 
in their streams, rivers and lakes to the 
urban areas, they would do so. Unless 
crop prices rose dramatically, many farm- 
ers would find that the most valuable 
thing they could husband and market 
would be the water they buy on cheap, 
long-term contracts from their irrigation 
` district. Water supplies to the urban areas 

would then increase. In 2000, Mr Vaux 
: thinks, there would be enough water (at 
marginal-cost pricing) to sustain a daily 
consumption level in southern California 
`. Of 219 gallons per person. 
Why hasn’t water-trading taken off? 
“Ask any Californian, and he will immedi- 
ately reply “Owens Valley”. In the first 
two decades of the century, Los Angeles 
© bought, or stole (depending on whose 
< Side you are on), the water from a farm- 
< ing valley 200 miles away in the sierras. 
An aqueduct was built to bring the Owens 
‘Valley water to the growing city and to 
the agribusiness in the San Fernando 
valley, just north of the Hollywood hills. 
The deal continues to hold a morbid 
fascination for water buffs in the state, 
and still keeps plenty of lawyers happy. 
(The true story of Owens Valley is even 
more nailbiting than Mr Roman Polans- 
ki’s 1974 film “Chinatown”, which is 
loosely based on it.) 








































The trading begins 
Many environmentalists would be happy 
to swap California history for market 
economics, especially if it meant stopping 
once and for all the prospect of more 
valleys in the sierras being dammed. That 
is why environmental groups as well as 
economists are enthusiastic about a pro- 
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Too nosey in Chinatown 


posed trade between the farmers in the 
Imperial Valley, in the south-east of the 
State, and the metropolitan water district 
of southern California. The farmers need 
to reline their irrigation canals; Los An- 
geles, as ever, needs water. So the city- 
folk have offered to buy water at $100 an 
acre-foot (a lot less than the $279 an acre- 
foot which some of their water now 
costs). The Imperial farmers want more, 
and the negotiation is at present suspend- 
ed (as usual in western water matters, 
litigation is in the air). 

Trading could thus help deal with water 
quantity. But the big breakthrough would 
come if it could improve water quality as 
well. It might. Economists at the Envi- 
ronmental Defence Fund in Berkeley are 
looking at what can be done with polluted 
water in California’s Central Valley, like 
that which was dumped in the Kesterson 
lakes. They estimate that the cost of 
treating water that has run off agricultural 
land in the valley might be between $400 
and $1,000 an acre-foot. That is more 
than Los Angeles now pays for its water, 
but less than the $700 an acre-foot that 
new supplies, from ugly dams, would 
cost. At treatment costs of $500 an acre- 
foot, it might pay farmers to clean up 
their used water and sell it to Los Ange- 
les, which would save both money and the 
sierras. Alternatively, farmers could 
choose to retire their irrigated land, and 
sell their water unused and clean. Either 
way, pollution would be eradicated. 

Even those most committed to using 
the market to improve water quality ad- 
mit that surface water is much easier to 
deal with than groundwater. But there 
too, the market can play its part. The 
main problem is that water law makes it 
difficult to-““own” aquifers. But in a few 
places in the west, and in the whole state 









of Montana, rights to groundwater ex- 


traction are now being defined. 

Mr Terry Anderson, at Montana State 
University in Bozeman, says. that once 
rights to groundwater have been. estab- 
lished, their owners will have an incentive 
to sue anyone who pollutes the supply. It 
might be possible to go further. As such 
“tights” are based on prior use, it might 
be possible to give them retrospective 
force, Thus their owners might be able 
not only to use the threat of litigation to 
stop future pollution, but also to use it to 
force polluters to clean up messes made in 
the past. 

Even then, difficult questions would 
remain. Much contamination of ground- 
water does not come from discrete, or 
“point” sources, so there is no way of 
knowing who is responsible. Often, even 
if only one company were clearly to 
blame, it will long since have gone out of 
business. So the states will often have | 
devise regulations to stop “non-point” 
pollution, and spend public money to 
clear up hazardous wastes. Some states 
will use zoning laws to protect an aquifer, 
just as they might protect a beautiful view 
or an old church. 


Glimpsing the future 
Some idea of the shape of these water 
regulations can be gleaned, once again, 
from Arizona. There, Mr Babbitt, in his 
last big legislative change in the state (he 
is a hopeful for the Democratic presiden- 
tial nomination in 1988) has introduced a 
water-quality law to go with his 1980 
measures. It includes a detailed system of 
permits and monitoring for all those who 
wish to deposit rubbish in aquifers. 

Others are taking a slightly different 
tack, devising rules that are simple to 
enforce. California has a clean-water 
proposition on its ballot paper this No-@ 
vember, which would forbid the dis- 
charge of a list of chemicals certified by 
the governor to be dangerous. The 
scheme, says Mr Carl Pope of the Sierra 
Club, America’s leading environmentalist 
group, is a regulatory one without regula- 
tors. The state would merely draw up the 
list, and citizens would have the tight to 
sue anyone who discharged. one of the 
listed substances. The aim, he says, is to 
encourage industrialists to steer clear of 
dangerous chemicals. 

It is far too early to say whether the 
market approach to water, the citizen- 
enforced rules of Mr Pope, or the regula- 
tory, government-led system of Mr Bab- 
bitt and the Superfund are the way 
forward. In all probability, a mixture of 
the three will emerge. But it is at least 
clear that although the federal govern- 
ment paid for most of the big water 
schemes of the past, the federal govern- 
ment alone will not pay for the answers to 
the water problems of the present. 
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Big chief Strauss goes 
scalp-hunting again 


FROM OUR BONN CORRESPONDENT 


How dull West German politics would be 
without Mr Franz Josef Strauss, the ever- 

npredictable conservative premier of 
Bavaria, With a general election less than 
four months away, and a state election in 
Bavaria due on October 12th, Mr Strauss 
is on the warpath again. But as so often 
before, the leader of Bavaria’s Christian 
Social Union is whirling his tomahawk. at 
his friends, not his enemies. 

Most people assumed that the Bavar- 
ians and their ‘‘big-sister” party, the 
Christian Democrats, would go into Janu- 
ary’s general election with a joint pro- 
gramme, as they have done in the ‘past. 
Not so, says Mr Strauss. In an interview 
published in Welt am Sonntag on Septem- 
ber 28th, he insisted that there will be two 
programmes—uniless, that is, the Chris- 
tian Democrats accept “clearer” formula- 
tions on a range of issues. Among those 
astonished by Mr Strauss’s sudden threat 
to break with tradition was the Christian 
Democratic leader and federal chancel- 
lor, Mr Helmut Kohi, who evidently first 
learnt of it from the press. Mr Kohl now 
has to decide how to deal with the Strauss 








. challenge at his party’s pre-election con- 


ference in Mainz on October 6th-7th. 

Mr Strauss believes that the Christian 
Democrats are asking him to accept a 
programme that has been watered down 
for the benefit of the liberal Free Demo- 
crats,’the smallest partner in Mr Kohl’s 
centre-right coalition. He would love to 
seé the two conservative parties gain an 
absolute majority in January, ending 
their reliance on liberal support—~and 
making. available at long last the job of 
foreign minister, held for the past 12 
years by a Free Democrat, Mr Hans- 
Dietrich Genscher. 

Mr Strauss thinks he himself would be 
West Germany’s best foreign minister. 
He. combined last Sunday’s ‘“two-pro- 
grammes” announcement with a savage 
attack on Mr Genscher’s diplomacy, 


which he likened to “little Fritz running 


after the regimental band with his rattle.” 
The foreign minister was trying to medi- 
ate between the superpowers, Mr Strauss 
claimed, when West Germany's proper 
place was firmly on the side of America. 








Mr Strauss has other reasons for sound- 








ing off now. Everybody expects him to 
win comfortably in this month’s state > 
election in Bavaria (see box on next i 
page), but it does him no harm to remind 
voters in the “Free State” of his indepen- 
dence. He also feels that his party lost out 
in Bonn when the centre-right coalition 
drew up its list of policies after the 
collapse of Mr Helmut Schmidt’s govern- 
ment in 1982. He wants to be sure of a 
better deal this time. 

While his latest show of independence 
may go down well in Bavaria, it may 
count against him at the national level. 
The Free Democrats tend to come across 
to German voters as a rather fuzzy party 
(first in a centre-left coalition, now in one: 
of the centre-right), but they gain a lot in 
clarity when Mr Strauss launches one of 
his periodic attacks on them. The charge 
that Mr Genscher seeks to mediate be- 
tween Moscow and Washington, for ex: 
ample, may well encourage Social Demo- 
cratic supporters unhappy with the 
party’s leftward swing to vote for the 
liberals in January. 

As for Mr Kohl, it is as easy to underes- 
timate him as it is to overestimate Mr. 
Strauss. The Bavarian leader has many 
qualities the chancellor lacks, among” 
them quick wit and striking oratory. But 
Mr Kohl has repeatedly managed to out- 
manoeuvre the more entertaining Mr 
Strauss. The apparently do-little chancel- 
lor uses to great effect what an aide calls. 
“anaconda” tactics. 

Mr Kohl does not try to meet rivals (or 
problems) head-on but allows himself - 
time, positions himself well, and then: 
applies pressure which can be lethal. 
Delay is part of the strategy. For exam- 
ple, Mr Strauss’s party has been urging 
that West Germany’s constitution be- 
changed to stem the flood of people 
seeking asylum in the country. Mr Kobl | 
seemed undecided, apparently out of line. 
with public demands for toughness. But 
then the East Germans agreed to help 
restrict the Berlin entry-point through — 
which many of the asylum-seekers had 
been coming. The opinion polls now show: 
a majority of West Germans against tin- 
kering with the constitution. 

The mere thought of Mr Strauss in 
Bonn as vice-chancellor and foreign min- 
ister is enough to encourage Mr Kohl in 
his efforts to ensure that the Free Demo- ; 
crats stay in the coalition. Moreover, Mr. 
Strauss’s outburst will cause delegates to 
rally still. more firmly behind Mr Kohl 















when the Christian Democrats hold their 
congress in Mainz next week, 

Despite the latest bit of Bavarian blus- 
ter, Mr Kohl’s followers remain confident 
of another centre-right victory in Janu- 
ary. The opposition Social Democrats 
have worries of their own. They have 
been hit by the renewed scandal over 
Neue Heimat, a deeply indebted building 
concern owned by the trade union move- 
ment which has just been sold off to a 
Berlin baker for a single token Deutsche- 
mark. Torn between the urge to criticise 
the trade unions for bungling the Neue 
Heimat business and to defend them 
against political attacks from the centre- 
right, the Social Democrats have ended 
up doing both badly. 

The'latest opinion polls suggest that the 
Social Democrats have the support of 





FROM OUR BONN CORRESPONDENT 


Happy indeed is the democratic party 
which can regard winning more than 
55% of the vote as a normal result and 
anything less as a setback. That is the lot 
of Mr Franz Josef Strauss’s Christian 
Social Union as it goes into the Bavarian 
election on October 12th. 

Bavaria has not always been governed 
by the Christian Social Union, it just 
seems that way. Although the strongest 
single party, the csu was forced into 
opposition by a coalition of four other 
parties between 1954 and 1957. Since 
then it has been on top, and looks set to 
stay that way for a while yet. Why? 

The party has shaped and shared Ba- 
varia’s post-1945 success. Once a mainly 
rural economy, West Germany’s largest 
state has become an industrial pace- 
setter. It is the principal centre for West 
Germany’s aerospace industry, and oth- 
er high-tech companies are there in 
force, especially around Munich. Some 
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anti-establishment Greens, at a typically 
chaotic party congress on September 
26th-27th, offered Mr Johannes Rau, the 
Social Democrats’ candidate for chancel- 
lor, a faint chance of co-operation after 
the general election. But Mr Rau prompt- 
ly rejected for the umpteenth time the 
idea of either a formal alliance or an 
informal “understanding” between the 
Social Democrats and the Greens. He still 
says he aims for an absolute majority in 
the Bundestag. Nobody thinks he can get 
it. 

So Mr Strauss will probably have no 
effect on the outcome of the election. But 
the bulldog from Bavaria has once again 
managed to make his country’s politics a 
lot more entertaining than they are when 
left to other German politicians. 





about 41% of West German voters. The © 






Turkey 3 


On the True Pat 


FROM OUR ANKARA CORRESPONDENT 











Mr Suleyman Demirel is again a force to 
be reckoned with in Turkey. That was the 
main message from the 11 by-elections on 
September 28th. The results were a tri- 
umph for Mr Demirel and a setback for 
Mr Turgut Ozal’s government. 

The conservative True Path party, 
which Mr Demirel controls even though 
he is still formally banned from politics, 
got four of the seats and 23.5% of the 
votes. The prime minister’s equally con- 
servative Motherland party got six seats 
and 32% of the votes, far below its 45% in 
the 1983 general election (though a 











ground 


of the.country’s biggest banks and insur- 
ance companies. are based in Bavaria, 
venture-capital outfits are also emerg- 
ing—and Mr Strauss’s party has a finger 
in most pies. l ' 

One reason for the party’s strength is 
that it is present only in Bavaria; it is 
therefore seen as a defender of the 
interests of the “Free State”. It forms a 
single group with the Christian Demo- 
crats in the federal parliament in Bonn, 
but lets nobody forget that it is indepen- 
dent. It has also benefited greatly from 
having the brilliant (if erratic) Mr Strauss 
as its leader for the past 25 years. 

Yet, while the sheer weight of Mr 
Strauss’s personality often makes it ap- 
pear otherwise, the party is much more 
than a one-man band. With 182,000 
members in 2,900 local associations, the 
csu allows a lot of local autonomy. Mr 
Strauss is 71, so the party may be looking 
for a new leader before long. His will be 






Bavarian 'till the cows come home. 









a hard act to follow, but it is worth 
recalling that the party was already win- 
ning 45% of the Bavarian vote before Mr 
Strauss became its boss. 

In the previous state election, four 
years ago, the Christian Social. Union 
won 58.3% of the vote, compared with 
the 31.1% the Social Democrats got. 
Neither the liberal Free Democrats 
(3.5%) nor the Greens. (4.6%) cleared 
the 5% hurdle needed to win seats in 
West German elections. 

This time things may be just a bit 
different. The Social Democrats have a 
more persuasive leader than before in 
the stout, bearded Mr Karl-Heinz Hier- 
semann. Both they and the Greens may 
pick up some support from voters op- 
posed to the construction of a nuclear 
reprocessing plant in Bavaria, at Wack- 
ersdorf. The best guess is that Mr Strauss 
and his party will win around 55% of the 
votes, and that the Greens may just 
scrape across 5% and hence into the 
state parliament. The liberals lack a 
strong local leadership and could fail 
again. 































































straight comparison is misleading, be- 
cause the number of parties in 1983 was 
restricted to three). The True Path’s 
performance is impressive, given that the 
generals who made the coup of 1980 did 
so partly to get rid of Mr Demirel. Since 
these by-elections involved 3m voters in 
different parts of the country, most Turks 
are taking the results as a reflection of 
nationwide feeling, even though the feel- 
ing could change before the general elec- 
tion due in 1988. 

Mr Ozal’s weakness is that his party is 
largely an assortment of opportunists. 
With his star no longer shining so bright- 
ly, he will have a job to stop defections. 
Although some big Istanbul companies 
have umbilical links with his party, other 
business magnates are starting to court 
Mr Demirel in the belief that he is on the 
| up. Mr Demirel also has the support 

many middle-ranking. Anatolian busi- 
nessmen; and, at present, the farmers’ 
vote is clearly on his side. 

Mr Demirel is now convinced he is not 
only irrepressible, but also unstoppable. 
There are, however, obstacles in his path. 
During the by-election campaign he sim- 
ply ignored the ban on his participation in 
politics. He is now demanding that it 
should be lifted so that he can become a 
candidate, and his party’s leader in name 
as well as in practice, before the 1988 
campaign. Mr Ozal, who still has a large 
majority in parliament, will not oblige 
him on this point; and President Evren 
abominates Mr Demirel, the man he 
deposed in the 1980 military coup. More- 
over, Mr Demirel has yet to formulate 
coherent policies on many issues. 

For the Turkish left, the voting on 
Sunday was not good news. The Social 

emocrat-Populist party got only one 
eo: and 22.8% of the votes. The left- 
wing vote was fatally split by the interven- 
tion of the new Democratic Left party 
controlled by Mr Bulent Ecevit (also 
banned in 1980), whose 8.6% made non- 
sense of its claim to be a mass movement. 
So it is the challenge from Mr Demirel, 
not from the left, that must now preoccu- 
py the prime minister. 

Mr Ozal firmly believes that his mone- 
tarist economic programme—originally 
imposed on him by the IMF—is in Tur- 
key’s interest in the long run; but it is 
evidently losing him votes. And, in the 
same week that his party got an unenthu- 
siastic reaction from the voters, his eco- 
nomic policies drew an equally cool re- 
sponse from the OECD, the club of 24 rich 
countries in which Turkey is by far the 
poorest member. 

In their annual review of the Turkish 
economy, the OECD’s economists duly 
note the successes of Mr Ozal’s policy of 
liberalisation; GNP growth was 5.9% in 
1984, 5.1% in 1985, and 6.5% is forecast 
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Demirel comes out of the tunnel 


this year. Turkey has not seen such a run 
since the early 1970s. The balance of 
payments has also improved. But two 
dark shadows hang over Turkey's eco- 
nomic future: inflation of prices, and 
inflation of the population. 

Soon after his 1983 election victory, Mr 
Ozal said he expected price inflation to be 
35% in 1984. In the event it was 48% that 
year and 45% the next. If Mr Ozal cannot 
bring it down he is unlikely to regain the 
support of those most affected by it, the 
urban middle classes, or to win the confi- 
dence of foreign investors. 

In the longer run, the growth of Tur- 
key’s population, by far the fastest within 
the OECD, could pose an even bigger 


Mind over genius 


To be a winner at chess, it is not enough 
simply to be the best at the game. It is 
also necessary to know how to handle 
yourself. The world champion, Gary 
Kasparov, is learning the lesson the hard 
way. He has let slip what looked like an 
unassailable lead of three games in the 
world-championship contest, now reach- 
ing a tense climax in Leningrad. By 
Thursday morning, after 19 of the 24 
games, the scores were level. Although 
Mr Kasparov was still technically on top 
(he retains his title if the scores are tied 
at the end), the psychological advantage 
had switched to the once—and maybe 
again?—champion, Anatoly Karpov. 

Mr Karpov’s great talent for chess has 
tended to be underrated, because of the 
dashing brilliance of young Mr Kas- 
parov. Yet for ten years he was a worthy 


EUROPE 


problem. The official figures—for what 
they are worth—say that unemployment 
has risen from 11% in 1980 to 13% in 
1985. As the economy switches from 
farming to manufacturing, the growing 
army of unemployed will be less easily 
absorbed in semi-productive work on the 
land. What will they do instead? 


Italy 
Mamma’s boys 





An Italian lieutenant-colonel who had 
been criticised for his treatment of con- 
scripts committed suicide this week. At 
his funeral on September 30th, Italy’s 
President Cossiga and the defence minis- 
ter, Mr Giovanni Spadolini, had harsh 
words for the two Communist deputies 
who had raised the case in parliament, 
and for others who have been waging “an 
indiscriminate campaign against the 
armed forces”. The campaign, which 
rumbled on through the summer, is really 
against Italy’s 12-month period of com- 
pulsory military service. 

Allegations of bullying in the barracks, 
and a spate of suicides by lonely youths 
posted to remote parts of Italy, have 
focused attention on the issue. A Social- 
ist, Mr Vincenzo Balzamo, has taken up 
the cause, arguing that “conscription has 
had its day” and that Italy should switch 
to a British-style professional army. 

Mr Balzamo argues that keeping a lot 
of young people in barracks is an expen- 
sive waste of their time. He points out 
that Italy has one of the most press- 
ganged armies in NATO: about 80% of the 
270,000 men in Italy's army are con- 
scripts, compared with 63% in France and 
53% in West Germany. Mr Balzamo 


holder of the title, winning more tourna- 
ments as champion than any of his pre- 
decessors. If he is less than popular with 
chess-lovers around the world, it is partly 
because he has been conformist in his 
role as a Soviet sportsman. He is also 
suspected of being too closely involved 
with the politicking of the president of 
the international chess federation, Mr 
Florencio Campomanes. 

His fight back in the current match— 
whether he emerges as the new champi- 
on or not—has transformed Mr Karpov’s 
reputation, and exposed a weakness in 
Mr Kasparov. That weakness is over- 
confidence. In the eighteenth game, for 
example, the champion disdained the 
draw that was there for the taking, and 
decided instead to pursue all-out attack; 
he missed the win and, under time pres- 
sure, lost the end-game. 

Nobody doubts Mr Kasparov's genius. 
But genius alone may not be enough. 
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accepts that change must be gradual. He 
favours, as an experiment, cutting mili- 
tary service to six months, and allowing 
women to join the regular army, not just 
the auxiliary forces. 

Mr Balzamo won immediate support 
from the small Radical party. His own 
party leader, the prime minister, Mr 
Bettino Craxi, diplomatically declined to 
comment. The Communist party argued 
that, in times of political trouble, a pro- 
fessional army would be more likely to try 
a coup—a point Mr Balzamo answered by 


recalling that Chile and Spain had con- 
script armies when coups happened 
there. The call for reform won support 
from an unlikely quarter: Monsignor 
Gaetano Bonicelli, the army's own arch- 
bishop, claimed in an article that “the 
draft is wasted time . . . worse still, it is a 
time of diseducation and deprivation”. 
The subject seems to have struck a 
popular chord. One father of a young 
conscript wrote an eloquent open letter to 
Mr Spadolini, complaining that the army 
had failed to keep pace with the changes 


How to get the chemistry right 


The negotiations in Geneva to eliminate 
chemical weapons are a backwater of 
arms control. Yet they are also the 
sternest test for Russia's new policy of 
“openness”. 

The use of chemical weapons has been 
banned since 1925. Forty countries, in- 
cluding the two superpowers, already 
agree in principle that the production 
and possession of such weapons should 
be forbidden too, But how can you be 
sure that your enemy is sticking to a ban? 
Chemical weapons come in so many 
forms, and can so easily be made in 
innocuous-looking factories, that their 
banning will require inspections far more 
intrusive than those which police, for 
example, the nuclear non-proliferation 
treaty, or last month’s Stockholm agree- 
ment on the notification of troop move- 
ments in Europe. The nosiness needed 
will dismay pharmaceutical companies in 
the West, let alone obsessively cagey 
Russians. 

Two types of progress on chemical 
weapons are possible at this month's 
meeting between President Reagan and 
Mr Gorbachev and the full-scale summit 
that should follow. The less ambitious 
sort would be a pledge to clamp down 
harder on proliferation. This would be 
no great gesture: most advanced nations, 
including both superpowers, already 
block the sale abroad of the obvious 
ingredients of chemical weapons. But it 
would be a topical one because of the use 
of gas in the Gulf war, and because of 
worrying signs that the number of coun- 
tries which feel they need to be able to 
fight a chemical war is growing. 

The second and longer shot is that 
Russia will prove “open” enough under 
Mr Gorbachev to bring a credible chemi- 
cal-weapons treaty within reach. Such a 
treaty would be based in part on continu- 
ous routine inspection carried out by a 
technical secretariat similar to that of the 
International Atomic Energy Agency. 
Its officials would check: 

@ the size of declared chemical-weapons 
stockpiles and their gradual destruction 
over ten years; 

@ the destruction of plants producing 
chemical weapons, and the operation of 
the one small plant that countries would 


be allowed to run to keep their hand in; 

@ chemical plants making three catego- 
ries of nasty chemicals, to make sure 
these are not used for weapons. The 
three categories are: “‘super-toxic lethal 
chemicals”, which need a dose of less 
than one-twentieth of a gram under the 
skin to kill a beefy soldier; “other lethal 
chemicals” (up to one gram to kill him); 
and “other harmful chemicals”, which in 
such quantities leave him something less 
than dead. The stringency of the controls 
varies with the deadliness of the product. 

A step forward earlier this year was 
Russia’s new willingness to allow routine 
snooping around plants making nasty 
chemicals, though the willingness re- 
mains hazy. The next gesture needed is 
Russian agreement to open declared 
stockpiles of chemical weapons to in- 
spection. This would be a heartening 
outcome of a Reagan-Gorbachev sum- 
mit. But it would not, by itself, be 
enough to clinch a treaty. 

Beyond the routine inspection of de- 
clared sites lies the thorny but vital 
matter of “challenge inspection”: the 
ability to make sure no cheating is going 
on at any sites that remain undeclared. 
America’s draft treaty of 1984 proposed 
the right of inspectors from the secretari- 


A lot still stands in the way of agreement 
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in Italian society over the past ten years. 
Today’s young men, he said, are ill- 
adapted to sleeping in dormitories of 20 
people. Mr Spadolini believes that young 
Italians are made of sterner stuff. He 
points out that the suicide rate among 
Italian soldiers is only 4.4 per 100,000 
soldiers, against 11 in France and 21 in 
West Germany. Mr Spadolini also cites 
Italy’s declining rate of conscientious ob- 
jection: 7,500 last year, compared with 
9,000 the year before. 

Instead of abolishing the draft, the 


at, including one official from a challeng- 
ing country, to go anywhere in the chal- 
lenged country within 24 hours and 
check that chemical weapons are not 
being made or stockpiled. This is a very 
complete right to snoop. The Russians 
have countered by insisting that chal- 
lenges be agreed upon by all the conven- 
tion’s other signatories and that, even 
then, the challenged nation would have 
the right to refuse a sudden visit. 

Britain, which is currently in the chair 
of the chemical-weapons talks in Gene- 
va, has tried to bridge the gap. It has 
suggested that a challenged country be 
obliged under the treaty to allay the 
suspicions of any challenger—but not 
exclusively by means of inspection. Ad- 
vances in chemical-sniffing technology 
make this less of a cop-out than it 
sounds. For example, suspect chemical 
plants declared off-limits to inspectors 
could have their effluents checked: the 
phosphor-methyl or phosphor-ethy! mol- 
ecules found in most chemical weapons 
linger incriminatingly and are easy to 
trace. The British suggestion also gives 
the technical secretariat some clout as 
referee to judge both challenges and 
inadequate responses. 

Both superpowers are politely inter- 
ested. But it will take more American 
trust to pursue this British path, and a lot 
more Russian openness to justify it. 








defence minister wants to improve the 
average soldier's lot by allowing con- 
scripts to be posted a little nearer home, 
and by building new barracks equipped 
with better sports facilities. The soldier's 
main enemy is not bullying but boredom, 
says Mr Spadolini. He is also keen to 
reduce draft-dodging, which arouses res- 
sentment among those who do not get 
away. University students, for example, 
can put off joining up until the age of 27, 
when they may be medically unfit; Mr 
Spadolini wants to set an age limit for the 
call-up of 23. 

Last month Mr Spadolini allowed fam- 
ilies to visit their offspring and sample the 
grub they grumble about, in an “open 
day” at Italy’s barracks. Italy's house- 
wives’ association, which has urged the 
defence minister to resign because “our 

ys are dying and Spadolini is doing 
Boiss. seems unsatisfied. 

Mr Spadolini’s hands are tied by the 
views of Italy’s generals. The army’s main 
task is to defend north-eastern Italy from 
a Warsaw-pact attack which, the planners 
reckon, could involve as many as ten 
divisions. The generals believe it would 
be risky to have a smaller army. And 
replacing conscripts with professionals 
would be expensive: each conscript costs 
about $2,400 a year, compared with 
$9,400 for members of volunteer forces 
such as the Carabinieri, who require not 
only more money but also better quarters 
and specialised training. 

The critics of conscription counter that 
the army’s thinking about its task in war is 
outdated, and that a professional army 
would be better for the job anyway. With 
around 4,000 applications for the 260 
places at Modena’s military academy, 
there seems no shortage of volunteer 
os for military life in Italy— 
nder the right conditions. 





France 
A question of faith 


FROM OUR PARIS CORRESPONDENT 


Before the Pope’s visit to Lyons on Octo- 
ber 4th-7th, the French police took no 
special account of the prophecy of Nos- 
tradamus that a future pontiff would meet 


with disaster while visiting “the city. 


bathed by two rivers”. The Rhône and 
the Saône do indeed meet at Lyons. But 
security measures for the Pope were al- 
ready ferocious. A deeper problem for 
Pope John Paul II is that he is more liked 
than obeyed by French Catholics. 

Their famous independent-minded- 
ness, often encouraged by French bish- 
ops, has troubled John Paul II's predeces- 
sors almost since the conversion of 
Clovis, king of the Franks, at the end of 
the fifth century. A string of seven popes 
ruled from Avignon in the fourteenth 
century, and disliked the place. Over the 
years, popes have excommunicated nine 
French kings and one emperor (Napo- 
leon). Since then, things have settled 
down. But nobody says France is a Catho- 
lic country and leaves it at that. Its history 
of quarrels with Rome and its powerful 
tradition of anti-clericalism make France 
different from other European countries 
like Spain and Italy where the great 
majority of people are also nominally 
Catholic. 

How Catholic a country is France and 
what does being a Catholic mean to 
ordinary French people? A survey pub- 
lished in Le Monde this week goes some 
way towards answering these questions. 
Of the 1,500 French people over 18 who 
were questioned, 97% were baptised in a 
Catholic church. Four in five say they are 
still Catholic. Just over 15% said they had 
no religion, 1% were Protestant, 1% 
Jewish and 0.5% Muslim. 

Among so many Catholics, unity of 
practice and belief would be a surprise. 
Some 87% of married people questioned 
were married in church, and 72% wanted 
a Catholic funeral. Ceremonies apart, 
however, fully 61% of French Catholics 
never go to church at all. More than two- 
thirds said they rarely or never pray. Only 
a fifth of French Catholics are practising, 
a term generously defined in the poll as 
attending mass at least once a month. 
These devout ones are heavily against 
abortion. They are fairly tolerant about 
sex before marriage, women becoming 
priests or priests getting married. 

As for doctrine, there is a stark differ- 
ence between the faith of devout and non- 
practising Catholics. Only one non-prac- 
tiser in five is sure of the existence of God 
and only one in ten is certain there will be 
an after-life. Even among those who go to 
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church regularly, there is a help-yourself 
attitude towards the traditional Catholic 
catechism. While 82% of practising Cath- 
olics believe in heaven, only just over half 
believe in hell or the devil. 

It would be wrong to think that French 
Catholics’ rifts with the papacy always set 
liberal bishops against a reactionary Cu- 
ria. The feistiest French dissidents in 
recent years were the followers of Monsi- 
gnor Lefebvre, a conservative champion 
of the Latin rite. Although he still has a 
following, less than a fifth of French 
Catholics think dropping Latin from the 
standard liturgy was a bad thing. As 
striking as any single finding is the sense 
of stability given by this statistical snap- 
shot of French Catholicism. Ten or 20 
years ago, the picture was much the same. 


Denmark 
Et tu? 


FROM OUR NORDIC CORRESPONDENT 


Denmark’s gallant attempt to be nice to — 


refugees is about to come unstuck. At 
present, the country’s law on asylum- 
seekers is as liberal as any in Europe: no 
person asking for asylum can be turned 
back at the frontier, but must be admitted 
until a tribunal rules on the case, which 
can take at least half a year. Refugees 
have flocked to Denmark, mainly from 
Iran, Iraq, Lebanon and Sri Lanka. Soon, 
however, third-world asylum-seekers will 
find that it is not only the “Berlin route” 
to Western Europe that has become more 
difficult, but the Danish one as well. 

Not all Danes have welcomed the new- 
comers. One sign of concern is that 
15,000 people have resigned this year 
from the Danish Red Cross organisation, 
which is responsible for looking after the 
refugees when they first arrive. Pastor 
Soeren Krarup, a priest from a small 
West Jutland village, recently inflamed 
the public debate by raising the spectre of 
a Denmark overrun by Islamic refugees 
and Orientals. “Is the same fate in wait 
for us as Lebanon: war between irrecon- 
cilable minorities?”’, he asked. 

The Conservative prime minister, Mr 
Poul Schliiter, is worried both by the 
public unease and by the practical prob- 
lems of coping with increasing numbers of 
asylum-seekers. Only about 9,000 refu- 
gees came to Denmark in 1985, but 
recently they have been arriving at a rate 
of nearly 1,000 a week. According to Mr 
Schliiter, if 25,000 refugees are allowed to 
stay this year, this will mean 50,000 by the 
time their dependants have arrived— 
which is roughly equivalent to the number 
of babies born in Denmark in a year. 

To provide temporary accommodation 
for some of the most recent arrivals, the 
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riment and the opposition Social Demo- 


cratic party have reached agreement on 
measures to restrict the influx. 

When the Folketing reassembles in 
October, the liberal 1983 asylum law will 
be amended. In future, only people reck- 
- oned to be in direct danger in the country 
from which they have arrived will have 
the right to. enter Denmark without visas. 
Visa-less Iranians arriving from Turkey 
or West Germany will be turned back, 
but those arriving from Iran will get in. 
Mr Ole Espersen, a Social Democrat who 
drew up the’1983 asylum law, reckons the 
new rule could halve the numbers of 
refugees allowed into Denmark. 


-Poland 


A dialogue of sorts 
starts, shakily 


FROM A WARSAW CORRESPONDENT 





A new variation has been added to Po- 
land’s political square-dance. On Septem- 
ber 30th Solidarity, the still banned 
union, announced its rebirth as a Tempo- 
rary Advisory Council which will try 
openly and legally to influence govern- 
ment policy. The government, in turn, is 


Politics 


The Community imposed modest trade 
sanctions on South Africa: a ban on new 
investment there, and on the import of 
South African iron and steel products 
and gold coins. West German opposition 
blocked plans for the only measure that 
would have really hurt South Africa’s 
economy—an embargo on its coal, 


In the wake of a series of bomb explosions 
in Paris, ministers agreed to intensify 
their co-operation against terrorism. 
Among other things, they will try to bring 
their visa and extradition policies more 
into line. 







EEC negotiators met officials from Come- 
. con, the Soviet-led economic group, for 
the first time in six years. The two sides 
were exploring prospects for establishing 
formal relations. 


Agriculture 


The absence of formal relations did not 
prevent. the Community from making 
another virtual gift to the Russians, this 
time of Im tonnes of wheat with a subsidy 
far bigger than the asking-price.. The EEC 













August and September in the EEC 
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` The necessary first step was the release 
last month of 225 political prisoners under 
an amnesty which put seasoned dissi- 
dents, such as Mr Adam Michnik, and ex- 
underground organisers, such as Mr 
Zbigniew Bujak, back on the streets. It 
was the Jaruzelski government’s third 
amnesty, and its most sweeping one. But 
if the gesture is really to mean progress, 
some way has to be found of encouraging 
the Michniks and the Bujaks not to get 
themselves promptly rearrested. 

The communist authorities hope to set 
up new “social councils”—talking-shops 
involving lay Catholics and perhaps some 
of Solidarity’s former advisers. A new 
magazine, Res Publica, will try to act as a 
forum open to conservatives and liberals 
alike. Censorship may be relaxed. 

Just as the government tries. to avoid 
giving the impression that all this implies 
any softening of communist party control, 
so Solidarity avoids using the word “op- 
position” to describe its planned new 
activities. The new Solidarity will have a 
temporary national advisory council— 
staffed by ex-fugitives such as Mr Bujak 
and Mr Bogdan Lis—and the big cities 
will have their own councils reporting to 


ois at’ least some 





even wildly out-subsidised the Ameri- 
cans, who had already offered the Rus- 
sians wheat at bargain prices. 


Trade and industry 


Japanese snow is different from Europe- 
an or American snow. This was Japan’s 
explanation to EEC ski-makers who pro- 
tested after it suddenly introduced new 
safety standards for skis which differed 
markedly from the accepted internation- 
al ones. The Europeans, who have about 
half of the Japanese ski market, see the 
new standards as a way of cutting them 
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t, after five years. of 


t ational team. Solidarity ac 

edges that it can no longer expect to work 
as a mass union organisation. Instead, it 
will try to draw attention to abuses of 
human rights, and campaign for a Poland 
that would allow independent ‘unions. It 
will also try to influence policy on housing 
and the environment. 

To some extent the new Solidarity 
resembles KOR, the workers’ self-defence 
committee which was set up to protect 
persecuted workers after the price riots of 
1976. Like KOR, the Solidarity commit- 
tees will operate legally but will -maintain 
contacts with the underground publishing 
houses, Not all Solidarity. activists are 
happy and some, including Mr Michnik, 
worry about being “co-opted” ‘by the. 
authorities. The government, for its part, _ 
says that it will have nothing to do wit 
anti-communists. ha 

Yet the conditions for some sort of 
dialogue are better than they have been in 
the five years since Solidarity was out- 
lawed. General Jaruzelski is gearing up 
for an audience with Pope John Paul II. 
In light of the recent amnesty, the Ameri- 
cans are re-thinking their policy of cold- 
shouldering Poland. So the gover 
in Warsaw will try to avoid re; 
members of the Solidarity team, at 
for some months. In the meantime, § 
darity can parade its demands in front of 
western television cameras, if not Polish 
ones. That is a type of freedom. 
























out. Skis are one of the Community’s 
rare export successes to Japan. 






Heavy import duties were slapped on 
Japanese photocopiers and Russian deep 
freezes, to discourage dumping. East 
German and Yugoslav freezers escaped 
by being made dearer. 










Spain asked for additional protection for 
its steel industry. This is the second time 
Spain has asked for steel shipments from 
its EEC partners to be cut since it joined 
the Community nine months ago, 


Budget 


Ministers approved a draft. budget for 
1987 of 36 billion ecus ($37 billion), a. 
2.3% rise over this year’s spending. But 
they turned down a requést from: the 
European Commission to cover a short- 
fall in 1986 revenues caused by the con- 
tinued fall in the value of the dollar. 


Competition : 


Peugeot-Talbot, a French: car-making. 
group, was fined a symbolic 4,000 ecus by 
the commission for preventing would-be 
British buyers from obtaining right- 
hand-drive models of its cars in the 











































Benelux countries, where prices are low- 
er than in Britain. ; 








































































The Scholars, maam Valley, Connemara, Co. Galway. 











KNOWLEDGE IS POWER. 


The irish never underestimate the importance of learning. 


We spend a higher proportion of GDP on education than 
Britain, France or Germany. More than a quarter of the 
population is in full-time education. 


Today, Ireland’s share of US manufacturing investment in 
the EEC is nine times greater than it was a decade ago. 


That's the Power of Knowledge. 
ireland. Home of the Irish. The young Europeans. 


IDA Ireland & 


INDUSTRIAL DEVELOPMENT AUTHORITY 
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The irish government's industrial development agency has offices in DUBLIN ( Head Office), WE RE TH E 


Tel D on LONDON (01.699 5941, TOKYO (03). 262 7621, HONG KONG (3) 261204, 


3 5009. Offices also in: Cologne, Stuttgart, Mun Amsterdam, o 













way the world 


: With the new long-range 747-400, nonstop 
ervice will now be possible between such distant 
ities as Singapore and London, San Francisco an 
Tong Kong; and Taipei and Los Angeles. 
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Singapore Cathay Pacilic Korean Air Lufthansa 


No wonder major international airlines The 747-400. For international airlines tha 
from all over the world are rushing to add the want to go farther to serve their customers. 


a 747-400 to their fleets. The first n 400s are MRLN 





renting people together, See 
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That'll frighten the Russians 








Labour goes for flower power 


For the first time since 1979, Labour's 


A 
annual conference presented the party as 


the alternative government rather than a 
party of opposition tearing itself apart in 
public. Indeed the conference—this year 
in Blackpool—was so well managed and 
behaved with such self-restraint that it 
seemed almost like that of the Tory party. 
Even the symbolic red flag had been 
replaced by the softer red rose of 
Lancaster. 

At last year’s conference, Mr Neil 
Kinnock devoted his energies to taking on 
his hard left. This year he reaped the 
harvest. The expulsion from the party of a 
clutch of leading militants, including Liv- 
erpool’s Mr Derek Hatton and Mr Tony 
Mulhearn, was passed by an overwhelm- 
ing majority. The annual elections to 
Labour’s national executive committee 
produced a slight further shift from the 
hard left: Mr Eric Heffer, a former party 
chairman and leading left-wing Liverpool 
member of Parliament, lost his seat, and 
was replaced by Mr Tam Dalyell, who has 
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made a national reputation by his dogged 
pursuit of Mrs Thatcher over the sinking 
of the Belgrano during the Falklands war. 

Mr Kinnock’s speech to the conference 
on Tuesday won him a rapturous recep- 
tion which ended, ironically, with dele- 
gates chanting “here we go, here we 
go”—the battle cry of Britain's striking 
coalminers in 1984. The success of the 
speech was due in part to its appeal to the 
country’s “moral majority, which doesn’t 
expect politicians to deliver heaven on 
earth, but does expect politicians to work 
to prevent hell on earth”. Mr Kinnock 
attacked the hard face of Thatcherism, 
which he claimed dressed up “the get- 
rich-quick system as the opportunity soci- 
ety flaunting a commercialised paradise 
before young people”. 


The war of the bomb 

Mr Kinnock’s hard left may appear to be 
under control, but they were still an 
important force at the conference. The 
hard left dominates the delegations of the 


constituency Labour parties, and so 
forms an overall majority of the numbers 
(although not of votes, which are in the 
safer hands of trade union leaders) at any 
Labour conference. Mr Kinnock ap- 
peased them with a passionately phrased 
commitment to a non-nuclear defence 
policy. Britain would not just abandon its 
own bomb and get rid of American nucle- 
ar bases; it would (in a manner yet to be 
defined) abandon the shelter of the 
American nuclear umbrella altogether. 
Instead of the bomb, Mr Kinnock is ready 
to fight and die for his country himself. 

In launching that defence policy La- 
bour has already run into unexpected 
difficulties. Before the conference two 
senior members of the American admin- 
istration, the defence secretary, Mr Ca- 
spar Weinberger, and his deputy, Mr 
Richard Perle, had warned of the serious 
consequences for NATO and for America’s 
defence of Europe of any unilateral nu- 
clear disarmament by Britain. Mr Kin- 
nock declared that these warnings did not 
reflect the views of the American govern- 
ment. He also offered the Americans an 
olive branch by promising to continue 
Anglo-American intelligence activities, 
including the signals interception organ- 
ised from Cheltenham and the British 
early-warning radar stations. 

Unhappily for Mr Kinnock, Mr Charles 
Price, the American ambassador to Brit- 
ain, was in Blackpool to observe the 
conference. He at once went on television 
to say that Mr Weinberger’s warnings did 
indeed reflect the position of the adminis- 
tration and that Britain’s place in NATO's 
nuclear shield was so crucial that if it were 
abandoned both parties in the American 
Congress would want a reappraisal of the 
commitment of American troops to 
Europe. 

The day before Mr Kinnock spoke, his 
shadow foreign secretary, Mr Denis Hea- 
ly, had already embarrassed him with the 
suggestion that there were circumstances 
in which American nuclear weapons 
might, after all, remain in Britain for a 
long time under a Labour government. 
Until recently, Mr Kinnock has not un- 
derstood the practical difficulties of going 
non-nuclear. His suggestion earlier in the 
summer, that America’s British-based 
Polaris submarines would be ordered 
back home the day after the election of a 
Labour government, was impossibly na- 
ive. Mr Kinnock now admits that it might 
take some five or six months to withdraw 
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them. Even that seems unrealistic. 
report. by» ‘the «independent. -Oxford 
Research Group, commissioned by the 
Labour shadow cabinet, points to the 
fearsome difficulties of unilateral disar- 
mament and suggests that Labour’s poli- 
< cies could lead to American economic 
sanctions against Britain. 

The assault on the peaceful atom may 

“also prove awkward. By a large majority, 
the conference voted for the gradual 
- phasing out of all existing nuclear-power 
< plants. But there was a heavy lobby of 
“power workers at Blackpool, fearful that 
Labour could cost them their jobs. 
oo. The left may yet disrupt the new con- 
«sensus in the run-up to the election. Mr 
Tony Benn, still one of the constituency 
activists’ favourites, warned his support- 
ers against keeping their heads down in 
the belief that “it will be all right when 
Neil Kinnock is there”. Mr Arthur Scar- 
gill got a standing ovation for calling for 
socialism rather than consensus. 

Far more left-wingers than moderates 
have been adopted as Labour candidates, 
not least in the 143 target seats which the 
party believes must be won to give Mr 
Kinnock a working majority. The left is 
stil deeply suspicious of Mr Kinnock’s 
determination to become prime minister. 
Some see in him the ghost of Ramsay 
MacDonald, the Labour prime minister 

who betrayed socialism 55 years ago. Mr 
‘Kinnock looks more like a national leader 
than he has ever done. But behind him 
-Still flickers an ominous red glow. 






































Britain's Conservatives have always tak- 
en a ghoulish delight in depicting the 
Labour party as a bunch of profligates. 
“Where will all the money come from?” 
is. the usual cry. 

Mr John MacGregor, chief secretary 
to the Treasury, is the most recent prose- 
cutor in the “spend, spend, spend” case. 
Earlier this year, he claimed that La- 
bour’s policies would cost government 
an extra £28m billion a year. For Labour 
to raise that amount without borrowing, 
the basic rate of income tax would have 
to go up from.29p to 53p in the pound, he 
said, or value-added tax would ‘jump 
from 15% to 41%. 

This raised predictable howls of pro- 
test from Labour. But until this week, no 
independent organisation had chal- 
lenged Mr MacGregor’s figures. Now 
two papers have emerged: from the 
Institute for Fiscal Studies (1Fs) and from 
the National Institute of Economic and 
Social Research (NIESR), the latter com- 
missioned by  BBC2’s ‘Newsnight’ 
programme. 

Both give the lie to the £28 billion 


A 


claim, though their findings are not di- 
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Short-term interest rates:nominal and real : 
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Sterling 
Storm weathered 


Sterling has this week enjoyed some of 
the benefits of the European Monetary 
System, but as a guest not a member. Just 
when a rise in British bank base rates of 
around two percentage points looked in- 
evitable, the West German Bundesbank 
joined forces with the Bank of England to 
support the pound in the foreign-ex- 
change markets: By the middle of the 
week, the pound had steadied. 

The Bundesbank has not always been 
so helpful. Indeed, some British officials 
blame it for some of the latest pressure on 





_If you have to ask the price, you can’t afford it 


rectly comparable. In Labour’s first year 
in office, the IFS expects: extra spending 
in pursuit of jobs to reach about £6 
billion, with another £3.6 billion on the 
alleviation of poverty. This latter sum 
would come from taxing the richest 5% 
of the population—to make their tax 
burden the same as it was in 1979, when 
the Tories took office. Then there is an 
unspecified sum—though well under £1 
billion a year—for the public-sector cost 
of an £80 minimum weekly wage. 

The IFS castigates Mr MacGregor for 
looking at gross, not net, costs:.a govern- ` 
ment which spends money on creating 
jobs recoups some cash through savings 
on social-security benefits and increased 
revenue from the new workers’ tax bill. 
And thë IFS points out that many of the 
most expensive measures costed by Mr 
MacGregor, like reducing the male re- 
tirement age to-60, are long-term, lower- 
priority objectives. 

The NIESR looks five years out and 
compares the total expenditure. of La- 
bour and Tory governments. Because it 
looks at spending alone, itdoes: not 
include the higher revenues: a Labour 
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sterling, because the Bundesbank failed 
to, cut its discount rate. Earlier in the 
week the two banks had been at cross- 
purposes: Britain was selling dollars to 
prop up the pound, while West-Germany 
was buying the dollar to stop it falling 
further. Though this did no harm to: the 
D-mark/sterling cross-rate, the banks 
have now agreed to co-ordinate. their 
intervention more closely. . 

West Germany has more ammunition. 
for a battle with the foreign-exchange 
markets than any other country: 








billion in foreign-exchange reserves. At `. 
the beginning of August, Britain’s for- 
eign-exchange reserves were $11.7 bil- 
lion—equivalent to less than three weeks’ 
imports, compared with 2-24 months’ cov- 








government hopes to earn from job 
creation. It reckons that by 1991-92, 
Labour would be spending a total of 
£155 billion at today’s prices, compared 
with the Tories’ £141 billion. 

What neither Mr MacGregor nor the 
two institutes looked at are the con- 
straints that could be imposed by a sick 
economy. If Labour were to inherit a 
bruised pound, higher interest rates and 
a current-account deficit, its borrowing 
and spending plans could causea market 
flight and greater devaluation. 

It will need to borrow around £6 
billion a year more than the Tories; 
which could be a problem if base rates 
were up in the teens. And even a gentle 
reflation of the economy will tend to 
suck in imports unless it is cleverly 
targeted. Labour relies on economic 
growth to provide the extra tax revenues 
in later: years for spending on its lower- 
priority programmes. Not even to win 
power could the shadow chancellor, Mr 
Roy Hattersley, sensibly be wishing eco- 
nomic catastrophe on this government. 
He will need an election-eve economy 
that is robust. 











































er in West Germany, France and Italy. 
Since then, however, the British govern- 
ment has topped up its reserves by issuing 
a $4 billion floating-rate note. 

Had Britain been a member of the EMS, 
the other members would have thrown 
more of their reserves behind sterling this 
week. But then, inside the EMS, sterling 
might not have come under attack in the 
first place. However, the chancellor of 
the exchequer, Mr Nigel Lawson, repeat- 
ed in Washington that the time is still not 
ripe to join the EMS—in other words, Mrs 
Thatcher is still not willing. 

Mr Lawson desperately wants to avoid 
arise in British interest rates. Apart from 
the embarrassment it would cause at next 
week’s Conservative party conference, 
higher rates could threaten the success of 
the privatisation of British Gas in Novem- 
ber, which the chancellor regards as vital 
for his cherished tax cuts next spring. 
Also, a rise in the mortgage rate would 
add to inflation, already rising again. 

Britain’s real interest rates (both short 
and long) are already a whopping 8%— 
well above those of all the other main 
industrial economies: indeed the highest 
level since the second world war. 

The pound may come under more 
pressure next week. The City thinks the 
September money-supply figures due on 
October 7th (the opening day of the 
Conservative party conference) will be 
dreadful. Because of the tax rebate which 
the Treasury handed out to oil companies 
to compensate for previous over-pay- 
ment, sterling M3 is expected to show a 
rise of maybe 24-3%. There will be 
grounds for saying the rise is exceptional, 
but despite the partial mid-week recovery 
in gilts, foreign-exchange markets do not 
seem in a mood to be impressed by yet 
another excuse. 


Education 


Baker’s dough 


At next week’s Conservative party con- 
ference, the minister whose speech will be 
listened to most avidly will be the educa- 
tion secretary, Mr Kenneth Baker. More 
motions have been put down on educa- 
tion than any other subject. Mr Baker is 
as politically astute as his predecessor, Sir 
Keith Joseph, was inept. 

Mr Baker has already called for more 
higher education of all kinds, and prom- 
ised more primary-school teachers. At 
Bournemouth, he will make reassuring 
noises about standards and relevance. 
But his policy will concentrate on two 
approaches: small but carefully targeted 
increases in public spending, brightly pre- 
sented to win maximum publicity; and 
measures which transfer power from edu- 
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cators to consumers of education. 

Mr Baker cannot afford to be a big 
spender. The teachers’ pay settlement 
will add more than £2 billion to the 
education budget over the next five years. 
Instead, he will need to find imaginative 
cut-price reforms. His department has 
been looking at ideas, some of them from 
the policy unit in 10 Downing Street, for 
setting up schools in inner cities financed 
directly by the central government and 
run by private trusts or charities. 

The education secretary has already 
sketched out a proposal to channel public 
cash into higher education through fees 
paid by individual students rather than 
mainly through grants paid directly to the 
university or polytechnic. That idea, out- 
lined in a recent speech to the annual 
meeting of university vice-chancellors in 
Edinburgh, would have some features 
rather like the capitation fees for schools 
proposed in The Economist (September 
20th). Universities and polytechnics 
would charge fees that reflected the vari- 
ous costs of teaching different subjects. 
Different institutions might charge differ- 
ent amounts. Part of its attraction is that 
the market for higher education, unlike 
the market for schooling, is national rath- 
er than local: students, unlike schoolchil- 
dren, have plenty of choice. 

To make student choice reflect the 
costs of study as well as its benefits, the 
scheme would have to be combined with a 
revolution in student finance, something 
Mr Baker also addressed in his Edinburgh 
speech. In that speech, Mr Baker suggest- 
ed new ways of meeting students’ ex- 
penses, either directly through loans or 
through company sponsorship. His main 
aim here is not just to save public money 
(savings are likely to be small anyway), 
but to encourage students and their future 
employers to make financially more dis- 
criminating choices than the present sys- 
tem of uniform local-authority grants 
allows. 

Such a scheme would have plenty of 
opponents. An attempt to make richer 
parents pay more for university education 
led to a humiliating backbench Tory re- 
volt in 1984. The National Union of 
Students says it is worried that universi- 
ties might discard educational principles 
in a scramble to tout fancy high-tech 
courses. Consumer power, it pretends, 
would be exercised more wisely by its 
own delegates on a Higher Education 
Council than by the students it is sup- 
posed to represent. There may be opposi- 












The seventh Fred Hirsch lecture will be 
given by Professor Tibor Scitovsky, on 
Growth in the Affluent Society, at 5.30 
pm on October 7th at the Old Theatre, 
London School of Economics, 
Houghton Street, London. 
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More discrimination needed 


tion from some vice-chancellors, though 
most were coaxed at Edinburgh into 
reluctant support for a mixture of grants 
and loans. Mr Baker mollified them by 
promising that no university would be 
closed, a promise which scotched years of 
rumour to the contrary. 

Any changes in the system of student 
finance will have to wait until after the 
next election. The government this week 
started a review of student finance. It is 
unlikely to get the resultant report before 
next summer. 


National Health Service 


A hole in the middle 


Most of the ideas put forward by Sir Roy 
Griffiths in 1983 for improving the man- 
agement of the national health service are 
now being implemented. Sir Roy’s report 
called for the appointment of general 
managers at every level to provide a 
single decision-making point in place of 
the previous management-by-committee. 

The massive recruitment is nearly com- 
plete. As the table on the next page 
shows, most general managers are former 
NHS administrators. Sceptics say that little 
has changed apart from their title and 
salary. Supporters say a sharper focus has 
been given to management. Earlier fears 
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or hopes that managers would simply cut 
costs have been partly allayed. The doc- 
tors and nurses, at first hostile to the 
general management concept—the Royal 
College of Nursing ran an advertising 
campaign against it—are now resigned to 
it, perhaps because quite a few managers 
are former doctors and nurses. 

The Griffiths formula has not, though, 
worked well at the centre. Sir Roy recom- 
mended the establishment of a small 
management board within the Depart- 
ment of Health and Social Security 
_ (DHSS), under a chairman who (it was 
thought) would almost certainly come 
from the private sector. It took the gov- 
ernment nearly a year to find Mr Victor 
Paige, who was said not to be the first 
choice, in December 1984. In June 1986, 
with the management board itself only 
just complete, Mr Paige resigned. He had 
found it impossible, he said, to manage 
the service without interference from oth- 
er advisers and from ministers. 

The government has now produced an 
extraordinary compromise of appointing 
the health minister, Mr Tony Newton, 
chairman of the management board; Sir 
Roy Griffiths is to be his unpaid, part- 
time deputy. Mr Len Peach, originally the 
board’s personnel director and made act- 
ing chairman when Mr Paige resigned, 
becomes chief executive. This new struc- 
ture almost stands Griffiths on its head. 

Part of the trouble is the inherent 
conflict between ministers, who are ac- 
countable to parliament for the running 
of the NHS, and a manager who wishes to 
have independent decision-making pow- 
ers—a conflict whict. the social-services 
secretary, Mr Norman Fowler, has so far 
failed to resolve. Labour has said that it 
would keep general managers, but scrap 
the management board as now constitut- 
ed; most top-quality managers did not 
want a job that might be acrimoniously 
abolished in less than a year. 

Early in 1987, the House of Commons 
social-services committee will hold an 
inquiry into NHS management, which is 
bound to focus on the management board 
and its relationship with ministers and 
civil servants. After this week's gimmick- 
ry, the government may find the inquiry 
embarrassing. 


New jobs from old 
NHS general Regional District Units 
managers ealth health (hospitals) 
authorities authorities 
Former NHS 
administrators 9 132 364 
ors 1 15 110 
Nurses 1 70 
Outsiders, 
including 
rivate sector 3 38 54 
acancies — 2 13 
Total 14 191 611 
60 
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Auntie’s new man 


Appointments have never been one of 
Mrs Thatcher's talents. Her choice for 
the chairman of the BBC’s board of 
governors has promptly plunged the cor- ` 
poration into a full-scale political row. 
The Labour party's shadow home secre- 
tary, Mr Gerald Kaufman, immediately 
promised to try to remove her choice, 
Mr Marmaduke “Duke” Hussey, if his 
party won the next election. 

That would matter less were Mr Hus- 
sey patently the right man for the job. 
The Conservative party has been in- 
creasingly complaining of the corpora- 
tion’s political bias, and of its swollen 
bureaucracy. Previous attempts to bring 
the corporation to heel have failed. Mrs 
Thatcher's last choice as chairman, Stu- 
art Young, an accountant and an old 
friend, was ill for much of his time in the 


post and died in August. The Peacock 
committee, set up to look at the case for 


forcing advertisements on the corpora- 
tion, irritatingly failed to oblige when it 
reported this summer. 

The Labour party’s hostility to Mr 
Hussey is based partly on his career at 
The Times, where he was chief executive 
under the Thomson family in the 1970s, 
and took on the print unions in an 11- 
month dispute in 1978-79. As a union- 
basher, Mr Hussey was a failure. Urged 
on by the Thomson family, which had 
grown impatient with disputes and 
losses, Mr Hussey was persuaded to give 
the print unions an ultimatum: accept 
new manning levels, new technology and 
a new disputes procedure or publication 
will stop. The unions predictably re- 
fused, and after 11 months, the Thomson 
family wavered. The eventual settlement 
left manning levels, technology and dis- 
putes procedure as unsatisfactory as they 


British Nuclear Fuels 
Publicity pays 


For the public-relations department of 
state-owned British Nuclear Fuels PLC, 
1986 has been an unhappy year. Two of 
the four British political parties are think- 
ing of closing down the nuclear-power 
programme altogether. In a single month 
(April), the “Chernobyl effect” cut the 
proportion of people who think that more 
electricity should be generated by nuclear 
power from 22% to 10%. And last week 
the company’s new chairman, Mr Chris- 
topher Harding, announced a steep fall in 
pre-tax profits, from £68m in 1984-85 to 
£44m in 1985-86. The fall was mainly 
caused by the company having to spend 
heavily to make its radioactive discharges 
safe. 

Last year, the company hired Young 
and Rubicam to spruce up its corporate 
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Tough enough? 


had ever been. The stoppage achieved 
nothing but more losses; The Times was 
put up for sale, and bought by Mr Rupert 
Murdoch. 

Mr Hussey gets on well with Mr Mur- 
doch, and is one of the few members of 
the old Times management who stayed 
on after the takeover. He is tough, 
affable and well-connected: the junior 
environment minister, Mr William Wal- 
degrave, is his brother-in-law, and his 
wife is a lady-in-waiting to the Queen. 
But to steer the BBC through its relations 
with politicians, protecting its indepen- 
dence without allowing its broadcasters 
to abuse that freedom, will call for more 
than toughness. The kindest thing Mr 
Hussey’s friends say of his intellect is 
that he is “adroit”. 

Mr Hussey himself announced, on the 
day he got the job, “My priority is to 
keep the BBC as it is—one of the great 
institutions of the world”. The corpora- 
tion's bureaucrats will have breathed a 
sigh of relief. Mr Hussey, like his prede- 
cessors, may soon succumb to Auntie’s 
immobilising embrace. 





image. The agency’s diagnosis was blunt: 
the public, it said, did not believe the 
company’s advertisements. So BNFL set 
aside £2.6m for a big campaign to demon- 
Strate its openness. It began in July, with 
television and Sunday-supplement adver- 
tisements inviting people to visit its plant 
at Sellafield in Cumbria. Another wave of 
advertising will start in the second week 
of October. 

Already the number of visitors to Sella- 
field has risen fast. But only a tiny pro- 
portion of them will see the inside of the 
reprocessing plant, and few will even see 
its outside from a bus. The rest will go to a 
separate exhibition centre outside the 
security fence. Some 50,000 people came 
this year, compared with 30,000 last year. 

The centre is rather disappointing to 
visitors: a medium-sized room full of 
technical displays, enlivened only by a 
few working models. One, for instance, 
makes a heavy-handed point about safe- 
ty: children press a button to raise the 


safety fuel rods, but when they raise the 
rods too far, an alarm bell rings and the 
model “reactor” shuts itself off. 

Environmental groups hate BNFL’s new 
persuasiveness. Greenpeace tried (unsuc- 
cessfully, for the IBA threw it out) to run a 
rubbishing television advertisement: “If 
you visited Chernobyl on Friday, April 
25th, you would have seen a clean, safe 
nuclear plant. After April 26th, if you 
lived up to 100 miles from Chernobyl, you 
would have been evacuated. What does a 
visit to Sellafield really prove?” 

The company’s private polls give one 
answer: the public, it says, is beginning to 
distinguish between the nuclear industry 
in general—with all its disagreeable con- 
notations—and BNFL in particular. In the 
month after the Chernobyl accident, the 
proportion of people who said the nuclear 
| Guages should be stopped rose from 

% to 30%. But in the same month, the 
proportion who thought BNFL was good at 
protecting the public from radiation rose 
from 40% to 49%, and the proportion 
who though the company was poor at it 
fell from 40% to 31%. 

Since the exhibition centre opened, 
faith in Sellafield seems to have strength- 
ened again. More company poll results 
this week show the proportion of Britons 
who think the nuclear-power programme 
should stop has dropped back to 20%. 
And 52% of those polled now think BNFL 
good at protecting the public. Advertising 
evidently pays. Certainly it costs less than 
cleaning the Irish Sea. 


Newspapers 
Independent's day 


mething is up this month with Britain's 
“quality” daily papers. The Guardian has 
launched a new page for young people, 
and begun to print a 36-page paper—its 
largest ever. The once-sedate Daily Tele- 
graph has begun printing its southern 
edition on new presses, introduced a new 
bingo game (based on the weather), and 
is launching an £8m advertising 
campaign. 

Only the arrival of competition, in the 
shape of a new national daily paper aimed 
at youngish and affluent readers, could 
prompt such drastic measures. The new 
paper is the Independent, whose first issue 
will be sold on October 7th; and the old 
papers are doing their gentlemanly best to 
stop it poaching their readers, Only The 
Times is pursuing tactics which are un- 
ashamedly predatory: it has cut its adver- 
tising rates, and might well lower its cover 
price by a penny or two. 

Clearly the existing titles fear some- 
thing more alarming from the Indepen- 
dent than what the tabloids feared from 
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THE INDEPENDENT 


And hoping to stay so 


Mr Eddie Shah’s Today, which suffered 
the sorry fate of being rescued from 
oblivion by Mr Tiny Rowland three 
months after its launch. The Independent 
promises to have low costs, just as Today 
did; but it also threatens to be a good 
newspaper. 

The Independent will have fewer than 
400 staff (most national daily papers still 
have several thousand)—but 210 of them 
will be journalists. Its editor, Mr Andreas 
Whittam Smith, has hired a full comple- 






BRITAIN 
ment of writers, and has been turning out 
dummies which a month before the pa- 
per’s launch looked more like proper 
newspapers than Mr Shah's did a month 
after. And he has avoided the Shah 
mistake of trying to do everything differ- 
ently. The system of delivery to wholesal- 
ers, for instance, is only half-new. 

The copies will go by train, as is the 
Fleet Street custom; but instead of being 
printed in London or Manchester, they 
will roll off four separate provincial print- 
ing presses. Last Monday, the Indepen- 
dent spent £50,000 on printing a full run 
to test the van network that will carry the 
papers from railway stations to 
wholesalers. 

The new paper will be the size of a 
broadsheet like The Times, not a tabloid. 
Its layout will not be revolutionary: the 
paper’s looks are a workmanlike, but 
otherwise unremarkable, variation of 
standard Fleet Street “quality” typogra- 
phy. But its journalists—more of whom 


Poor as church mice 


People do not often complain that their 
pay is too high. A Church of England 
clergyman, the Reverend Mark Hill- 
Tout, is an exception. He recently wrote 
to The Times objecting to the 8.2% rise 
proposed for his stipend in 1987. He 
would have preferred an increase closer 
to today’s 24% inflation rate. Church pay 
has already risen by over a third in real 
terms since 1978, though the minimum 
1987 stipend of £8,000 is still low com- 
pared with other professions. 

The Church of England is unusual 
among churches in having a substantial 
investment income, looked after by the 
Church Commissioners, which meets 
about 40% of the pay-bill for its 12,000 
clergy (the rest comes from their parish- 
ioners). It is the performance of the 


share and property markets which has 
made possible the increases in clergy- 
men’s real pay. The commissioners con- 
sidered the increases necessary to make 
up ground lost in the early 1970s— 
though there is little evidence that low 
pay was much of a deterrent to potential 
recruits. And the job brings perks such 
as a free house, travel and other ex- 
penses, and a non-contributory pension 
scheme, recently much improved. 

Other churches’ ministers have to rely 
almost entirely on contributions from 
their congregations, and therefore get 
less. The Methodist church's 2,200 min- 
isters have a minimum stipend between 
£6,068 and £6,420; the United Reformed 
church’s 800 ministers get £5,712; and 
the Baptist Union pays its 1,300 minis- 
ters £6,600. All three provide housing 
and expenses, and their ministers can 
usually keep fees from marriages, bap- 
tisms, and so on. The Roman Catholic 
church has no fixed minimum income; its 
5,000 priests depend on often modest 
congregational offerings again supple- 
mented by marriage and baptismal 
fees. 

One reason that other churches can 
pay lower stipends than the Church of 
England may be that most of them have 
women priests—and the Catholic 
church, which does not, insists that its 
priests be celibate. Women and single 
men may be prepared to work for less 
money. But even the Church of England 
cannot match the pay of rabbis. The 
United Synagogue of London sets pay 
for a newly qualified rabbi at between 
£10,000 and £17,000; a British rabbi with 
15 years’ service can earn up to £25,000, 
almost as much as the Archbishop of 
Canterbury. 
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have come from the Murdoch papers than 
. from anywhere élse—talk of an “air of 
freedom’’. about the new paper which 
they hope will somehow appear between 
the lines of its pages. 

To break even, the Independent reck- 
ons that it will eventually need to sell 
365,000 copies a day; and a good propor- 
tion of its readers will have to be up- 
-market—the people to whom advertisers 

think they can sell cars and airline flights. 
-= This is more than a tall order; especially 
: since the Independent hopes to scoop up 

half its readership from the ranks of those 
who do not now read a daily paper. It has 
little room for error. The paper could 
survive. to 1990 with a circulation 20% 
smaller than it hopes for, but if it stays 
much below 300,000 trouble will come 
faster. 

Its 33 institutional investors may be 
patient if the paper is good and the 
circulation sluggish. They might baulk, 
though, at being asked for more money 
néxt year. Most other national daily pa- 
pers now have a sugar daddy to shoulder 
any (or indeed regular) losses. But after 
advertising its freedom from proprietorial 


interference, the paper’s founders would . 


find it galling to be rescued by an old-style 
press baron. 


Scotland 


Down, but not out 


The effect of this year’s fall in world oil 
prices on Britain has been felt most 
keenly in Scotland. Already this year, 
-7,000 oil jobs have been lost. Estimates 
by the Royal Bank of Scotland suggest 
that the. figure could rise to 18,000 if, as 
seems likely, the oil price fluctuates be- 
low $20 a barrel for the rest of the decade. 
The most recent casualty was the How- 
ard Doris offshore construction yard at 
| Kishorn on the north west coast; it called 


_ Cheap oil’s cost 


ment rates 
% of labour force excluding school leavers 
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in the receiver last week. Its demise.could 
mean another 600 jobs gone. 

For the past 15 years, Aberdeen, on the 
east coast, has been Scotland’s oil capital. 
But many places in Britain—and especial- 
ly on Scotland's: west coast—would be 
happy to have Aberdeen’s present trou- 
bles. Even after a recent increase in the 
jobless total—2,000 have joined the regis- 
ter over the past two months—its unem- 
ployment rate of 8.4% is still well below 
the Scottish average. 

One obvious effect of the oil-price fall 
has. been in the housing market. Until 
recently, houses were often snapped up 
within a month of being put on the 
market, at prices sometimes approaching 
those of London. Not now: over the past 
year house prices have fallen on average 
by 14%, and sellers often have to wait for 
over three months before finding a buyer. 
Grampian Regional Council last month 
cut its estimate of the new houses Aber- 
deen will need during the rest of this 
century from 27,000 to 22,000. 

The council remains obstinately opti- 
mistic about the future of the oil industry 
in Aberdeen. It is predicting job increases 
of 3,500 in oil-related activities and 3,900 
in other sectors by the year 2000. Aber- 
deen is heavily biased towards oil produc- 
tion, rather than exploration, and this has 
yet to be seriously affected by the fall in 
oil prices. The British section of the 
North Sea is still producing 2.6m barrels a 
day. 

The main impact has been on explora- 
tion and development. BP’s decision to 
defer the development of the Miller field 
until next year illustrates an industry- 
wide trend, Some 18 drilling rigs and 40 
supply boats are currently lying idle off 
Scotland’s north-east coast. But Aber- 
deen is cushioned from the immediate 
effects of these cuts: many of the jobs lost 
belonged to offshore contract staff who 
work. off Aberdeen’s coast but live in 
other areas of Scotland. 

Most damaging for Scotland is the loss 
of precious managerial jobs, At-the start 
of September Britoil announced 750 re- 
dundancies--600 in. Glasgow, where it 
runs the city’s biggest head office, and 150 
in Aberdeen. That rationalisation was 
long overdue, but cheap oil made the 
inevitable cuts deeper. 

But the. oil industry is not preparing to 
desert: Scotland. A recent survey of com- 
panies in Aberdeen by the Scottish De- 
velopment Agency found that most: ex- 
pect to stay in the city for at least another 
40 years. The Grampian Regional Coun- 
cil forecasts that 57 new oil fields will be 
opened over the next 25 years in addition 
to the 12 already being developed. Both 


the council and the spa think there will be 


in the 1990s, But nei 
new boom. 


Monocled 


profiteers 


Ifthe fashion pages of Today, the Sun- 
day Times, the Daily Express and. the 
Daily Mail are to be believed, a new 
craze is about to hit Britain: a “tinted all- 
pvc lens”, surrounded by a “rolled gold 
rim” and carried in a “‘suedette pouch”. 
A “stylish menu-glancer, perfect for the 
long, slow, across-the-room. . apprais- 
al”—in short, a monocle. 

On September 21st, the BBC finished 
screening a series called “The Monocled 
Mutineer”, based on the exploits of a 
con-man who donned the uniform of a 
captain and allegedly led a mutiny at 
Etaples in 1917, It drew criticism from 
Tories, who said that it mixed fact and 
fiction and was precisely the kind of left- 
wing propaganda which they had now 
eme to expect from the BBC (see page 


But the series was noticed long ago by 
two altogether more astute critics, who 
spotted a chance to make some money, 
Mr Ben Marsh and Mr Darius Guppy 
(both university students) had watched 
the rise of wing-collars and slicked hair 
in the 1920s style. They had observed 
that even in London during grey Novem- 
ber sunglasses sell for £45 a pair, So last 


“summer, they set up a company, regis- 


tered a trademark and consulted the 
rock-music entrepreneur Mr Richard 
Branson. They offered 50 samples to a 
test market in California, and found that 
all the monocles were snapped up by 
surfers on Venice Beach, a stylish part of 
Los Angeles. 

By the time the university term ended 
in July, they were ready to take advan- 
tage of the launch of the. television 
series. Sharing the office facilities of 
Allen, Brady and Marsh (the advertising 
agency of Mr Marsh’s father), they hired 
contractors to make the separate parts of 
the monocles; and they showed samples 
to buyers at the department stores of. 
Harrods, Selfridges, Liberty’s, Harvey 
Nichols and Fenwick’s. 

Prices run from £25 (£12.50 wholesale) 
for a basic mirrored monocle with fabric 
cord, to £200 for a spring-action solid 
gold lorgnette. In the first fortnight of 
trading, the pair have sold so many 
(almost 1,000) that it has proved neces- 
sary to invest in a company car—a Mer- 
cedes 350 SL sports car, by curious 
chance—in order to ensure that the stock 
can in future be promptly delivered. 

Both partners take the venture seri- 
ously. For Mr Guppy, monocles are a 
sideline to occupy his spare time while he 
trains at Crédit Suisse First Boston. Mr 
Marsh wants to establish a track record 
to help him find a Madison Avenue 


advertising job. They are about to 


choose a distributor for the British prov- 
inces. Then they are aiming for the 
North American market. Be warned. 








Northwest Airlines, America's third 
biggest after the merger with 


Republic Airlines, is buying up to 100 | 


new A-320s from Airbus industrie, 
the European consortium. The deal 
could be. worth $3.2 billion. 


Mexico and its bank creditors agreed 
in principle on a loan package 
wrapping up $6 billion in new money 
to support an imF rescue plan. 


Ford said it has made firm proposals 
to buy some of the ailing Italian 
carmaker Alfa Romeo. Fiat is 
prepared to up the ante. 


Canada’s Dome Petroleum failed to _ 


make a payment of C$400,000 to a 
West German bank, and wants to 
defer payments to European 
creditors yet again, from February 
1987. until mid-year. 


Britain's Trustee Savings Bank 
made an offer for sale of £1.5 billion. 
It attracted applications worth £5.6 
billion; 2m hopefuls got nothing. 


America’s Federal Express is 
closing ZapMail, its much-hyped 
facsimile service. ; 

A devaluation of the naira and 
promise of good behaviour by 
Nigeria to the IMF opened the way for 
a rescheduling of the country's $13 


billion or so of foreign debt. 


South Korea provisionally awarded 
nuclear power contracts worth $3 
billion to three American companies. 


Top five Eurobond bookrunners 
First-nine. months, 1986 
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At the nine-month mark, Credit 
Suisse First Boston regained its 


title as 1986's lead Eurobond 


bookrunner. Deutsche Bank was 
ahead at.six months. Total issues so 


“far amount to $144 billion, $10 billion 
. more than in the whole of 1985. 


The London International Financial 
Futures Exchange began trading in 
stock-index options using the FT-SE 
100-share index. 


New shipbuilding orders were 
down.30% worldwide in the first half 
of 1986 from a year earlier said the 
OECD. 


America’s Food and Drug 
Adrninistration gave pharmaceuticals 
group Burroughs-Wellcome 
permission to test its drug AZT on 
Albs sufferers. 


Quaker Oats bought 53% of 
Anderson Clayton, the food 
business that tried earlier to buy its 
Ken-L. Ration and other pet-food 
brands. 


Bertelsmann, the West German 
communications giant, is buying 
Doubleday, an. American publisher 
for $500m. 


Hongkong shipping magnate Sir YK 
Pao retired as chairman of his two 
main companies, Hongkong & 
Kowloon Whart & Godown and World 
International. 


Stora Kopparbergs Berglags, 
Sweden's largest forestry group, 
made a $847m offer for rival 


Papyrus, both chaired by Peter 


Comsat sought to acquire Contel in 
‘a $2.5 billion telecom firms’ share — 


swap, but may face. antitrust 
objections. 
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Economic and financial indicators 
are on pages 103-104. 






































































Corporate scorecard 
Net % change % change 
profit encomp Sales encomp 

Company Period Sm* period” $m' period™ Comment 

Amstrad Y Jun 30 108+ +273 440 +124 The British cut-price computer and audio maker. recently an- 
nounced the introduction of the the world's cheapest computer 

eects en compatible with dhs 

kong Industrial Y Jun 30 {t) -98t _ — The bank recorded a small profit in the second half of the year, 
and Commercial Bank after being taken over by the Hongkong government following the 

2 collapse of its parent. 

Laura Ashley H Jul 26 13t +15 115 +29 The British fashion and design group is opening 36 new shops in 
the next six months. Turnover was.up at existing shops, too. 

Northern Engineering H Jun 30 16t -51 690 +10 The British engineering group forecast poor 1986 results because 

Industries of the reorganisation of its trading operations. Kis axing 5,800 jobs. 

Pernod-Ricard H Jun 30 66tt +14 680 +32 Mice oie beverage group benefited from strong domestic 

mand, 

Petro-Lewis Y Jun 30 {424} (+1,786)4 180 -24 The American energy group says cash is running out-and it may 
need a new financial structure. It has written down oil and gas 
assets by $388m. 

PKbanken E Aug 31 491 +42 a -— The Swedish state-controlled. bank increased its commission 

Ane , income by 40%. 

Solvay H Jun 30 104 +21 2,400 -4 








Jiss. $= 


Y = Year ended an Eight months ended. H = Half-yearended: (} = Less. "Converted at average exchange rates. “Based an local currency figures. t = Pre-tax profit. tt = Operating 
pr duged loss. as oe eh o 





The Belgian chemicals group got a boost from cheaper oil, ite 
main raw material. 
































Profit improvement achieved | 
against a background of 
preparing for growth 


“Profits before tax of £10- 1m for the first sixmonths 
to 31 July 1986, compared with £9-7m for the 
corresponding period last year. Earnings per share have 
increased by 8:7% to 3-Sp from 3-22p last year.” 


“The growth strategy is based upon developing the 
Group as a worldwide marketing organisation, built 
upon excellent service and distribution skills to 
industrial users and retailers. The Group intends to use 
its highly developed international network to ensure 
its marketing organisation draws upon the most cost 

and quality efficient sources.’ 


INTERIM 
RESULTS 


“A new management board is being appointed which 
will comprise Executive Directors of the Group Board, 
Chief Executives of the major business units and key 
central staff and will be chaired by 
‘Mr. Geoffrey Maddrell.” 


“No reason why we should not achieve a satisfactory 
improvement in full year earnings, thus justifying our 
ongoing commitment to a progressive dividend policy.” 
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Chairman 
6 months to 31 July Year to 
1986 1985 31 Jan 1986 
£000 £7000 £7000 
Sales 189, 520 191 „415 388, 040 
Af you would like to know more about us, gi nfs ae 
ay lg pert ery A Profit on ordinary | 
Total Howe, 19/21 Spring Gardens activities before tax 10,123 9,687 27,385 











Pept) Rema ce te oe 
Group (Pividends per shige — 21 6p p p 


The half years fiat sare unaudited. The-results for the year to 
31 January 1986 abridged version of the full accounts which 


Our names me received an unguali 'eport by the auditors and have been filed with 
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The ones who fluffed: Baker, Stoltenberg, Miyazawa, Lawson, Balladur 





BWhen shall we five meet again? 


At the year’s most important round of 
talks on the world economy, the finance 
ministers and central bankers of the big 
industrial countries fluffed the opportuni- 
ty to agree on some co-ordination of their 
economic policies. This was a disappoint- 
ment, but not a disaster. 

The financial mighty attending the an- 
nual meetings of the IMF and the World 
Bank in Washington put in long hours 
over cocktails and vols-au-vent insisting 
that (in a popular but cumbrous phrase) 
“appropriate measures should be de- 
ployed against the current economic con- 

juncture”. Unfortunately, the best that 
p- meetings could achieve was agree- 

ment among the big industrial countries 
to carry on disagreeing, but less publicly. 

The main row between the G-5 finance 
ministers (from America, Japan, West 
Germany, France and Britain) is about 
America’s trade deficit and the value of 
the dollar—the same issues that prompt- 
ed last year’s agreement at the Plaza 
Hotel in New York. Then, ministers and 
financial markets agreed that the dollar 
should go lower. Mr James Baker, Amer- 
ica’s treasury secretary, wanted to defuse 
protectionist pressures in Congress. 

The other countries went along, even 
though a weak dollar would hurt their 
exporters. Since the Plaza accord, the 
dollar has fallen 36% against the yen and 
29% against the D-mark. That is far 
enough, say the Japanese and Europeans. 
Maybe not, says Mr Baker. 

American officials at the latest meeting 
left nobody in any doubt that protection- 
ism will remain a threat until America’s 
trade deficit starts to shrink. In the mean- 
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time, they are pressing Japan and West 
Germany to boost their economies so as 
to suck in more exports from America. 
Just before the Washington gathering, Mr 
Baker in effect threatened to let the 
dollar fall further unless the Germans and 
the Japanese cut their interest rates. Even 
though West Germany’s finance minister, 
Mr Gerhard Stoltenberg, said no—he 
frets about rapid monetary growth at 
home—the financial markets expected 
some sort of agreement to emerge from 
Washington. It didn’t. But as the meeting 
drew to a close, Mr Satoshi Sumita, the 
governor of the Bank of Japan, hinted 
that the bank had softened its stance 
against cutting rates. 

European ministers are still smug 


Where most of the 
problem lies Four of the Group of Five 
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about the Plaza accord. They reckon it 
was an advance because America agreed 
that the then overvalued dollar was a bad 
thing, rather than seeing a dear dollar as 
proof of America’s economic virility. In 
principle, the Europeans want to take co- 
operation further. Delegate after dele- 
gate encouraged the IMF to trudge on with 
its study of “objective indicators”"—mea- 
sures of performance, such as growth, 
inflation rates and current-account defi- 
cits. When the IMF thought these indica- 
tors signalled problems ahead, it should 

. . well, ministers were not sure what. 

Tensions may ease if next year brings 
faster economic growth, and if the recent 
fall in the dollar cuts America’s current- 
account deficit. The IMF's forecasters are 
cheerful about America’s growth rate 
next year—they expect it to increase from 
2.7% in 1986 to 3.5% in 1987 (see chart). 
But they think that its current-account 
deficit will fall only slightly, from 2.9% of 
GDP to 2.7%. They put the growth in 
output in West Germany, Japan and 
Britain at between 2.5% and 3%, and in 


United States 


Current-account 
balance, $bn 
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WORLD BUSINE 
France at 2.2%. If the IMF proves right, 
the next world recession will not occur 
next year—but quarrels over trade and 
exchange rates are not going to stop. 

Quarrels over developing-country debt 
are not going to stop either, if the past 
week is any guide. After talks which have 
lasted months, commercial bankers in 
Washington reached an agreement-in- 
principle to deal with Mexico’s debt (see 
page 76). Mr Barber Conable’s first 
speech as president of the World Bank 
was an opportunity to advance the wider 
debate over debt and development. It was 
a disappointing effort, and vague. And 
Mr Baker said nothing to strengthen the 
proposals, presented last year, for larger 
bank lending to debtors that pursue sensi- 
ble economic policies. 

America’s policy towards poor coun- 
tries is often puzzling. The Baker initia- 
tive seemed to show concern for them, or 
at least for the American banks that have 
lent them money. But in other ways the 
American Treasury seems unsympathet- 
ic, and even hostile. Mr Baker, for exam- 
ple, told the policy-making interim com- 
mittee of the IMF that he was unconvinced 
of the need for an increase in IMF re- 
sources. The finance ministers of other 
rich countries disagree, especially if the 
IMF is to play a useful role in helping the 
debtor countries in the next few years. 
America has also asked for a review of 
the IMF's compensatory financing facility 
which allows developing countries hurt by 
falling commodity prices to borrow extra 
money from the Fund. 

Such penny-pinchirg may hit the poor 
countries when they are especially 
weak—the IMF’s forecasters reckon that 
even if all goes well, the debtors will have 
to pay a bigger share of their export 
earnings in debt service in 1987 than they 
did last year. What a time for the rich to 
agree only that “appropriate measures 
should be deployed against the current 
economic conjuncture”. 
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Comsat 


Beaming up Contel 


NEW YORK 





Comsat, the pioneer of satellite commu- 
nications, is preparing to face the solar 
wind of competition. It is merging with 
Contel, one of the few American compa- 
nies to diversify successfully from regulat- 
ed local telephone services into faster 
growing parts of the telecoms business. 
Both parties hope Contel’s marketing 
savvy will boost Comsat’'s performance in 
international markets. But there is much 
to do to make the merger work. 

The first task is to gain the approval of 
the Federal Communications Commis- 
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sion (FCC). Contel, which in 1985 made 
pre-tax profits of $398m on sales of $2.6 
billion, should by rights have bought 
Comsat, which in 1985 chalked up a loss 
of $12m on sales of $459m. But the 
federal statute which established Comsat 
in 1962 forbids any company from owning 
more than 10% of its shares. So, the FCC 
permitting, Comsat will in effect buy 
Contel through a $2.5 billion stock swap. 
Contel, in turn, will provide the chairman 
and 10 of the 15 board members of the 
new company. 

The new board’s challenge will be to 
make Comsat’s satellites pay. Although 
profitable now, the half of Comsat’s reve- 
nues which come from the international 
satellite business are increasingly threat- 
ened by deregulation and overcapacity. It 
was not always so. The FCC for years 
regulated the division of traffic between 
international satellite and cable links. 
Comsat, in turn, held a monopoly of 
America’s international satellite capacity 
through its 25% stake in Intelsat, the 110- 
nation satellite consortium. 

In 1984, the Reagan administration 
broke Intelsat’s monopoly when it al- 
lowed private firms to send up their own 
international satellites. Meanwhile, the 
development of fibre optics promises to 
let cables compete for bits of the market 
which have so far been the sole preserve 


Japanese railway unions 
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of satellites, like television signals. 

Comsat's response to these threats has 
been diversification, so far with little 
success. In 1985, it wrote off $84m on an 
attempt to get into markets for broadcast- 
ing television signals directly to Ameri- 
cans’ backyard satellite ground stations. 
It had no more luck with Satellite Busi- 
ness Systems—a consortium, including 
IBM and the Aetna Life and Casualty 
insurance group, which chalked up big 
losses trying to provide telecommunica- 
tions services for big business. 

Contel has done better in expanding 
beyond its core business. Although 72% 
of its 1985 revenues still came from local 
telephone services, it has built up success- 
ful operations in providing telecoms ser- 
vices for business and governments, and 
building systems which link communica- 
tions and computers. 

One complication for Contel is that few 
of Comsat’s old allies in Intelsat will 
applaud the merger. Contel’s American 
Satellite competes for American long- 
distance telecoms markets with long-time 
Intelsat customers like MCI. Given that 
AT&T has a stake in most, if not all, of the 
cables providing alternative routes for 
international calls, MCI complains that the 
merger would force it to buy from AT&T 
or Comsat-Contel—ie, from its own 
competitors. 





Track switch 


Japan’s fragmented union movement is 
uneasily coming to terms with the privati- 
sation next April of loss-making, state- 
run Japan National Railways (JNR). On 
September 30th, the leaders of the largest 
of the four main railway unions, Kokuro, 
which represents about half of JNR’s 
union members, bowed to what seems 
inevitable. Faced with a deserting mem- 


TOKYO 


bership, it decided to drop its militant 
opposition to the split-up of JNR into 
several private companies. Like the three 
other main railway unions before it, it will 
seek a security-of-employment agree- 
ment with JNR’s management. Kokuro 
calls this “a temporary retreat”. 

The decision to co-operate with the 
privatisation was taken on a vote of 27-13 









Which profit to believe? 


America’s tax-reform package, which has now triumphantly passed 
through Congress, will sharply increase companies’ tax bills. Yet the 
measures are likely to boost reported post-tax profits during the next few 

ears——another ore of how poor a guide to a company’s true financial 


ith are the profits 


What to make of these contradictory 
findings? 
(1) The average profit margin (post-tax 
profits as a percentage of sales) of the 
400 industrial companies in America’s 
Standard & Poor’s 400 index has shrunk 
almost continuously for more than a 
decade, Last year, 10 of America’s top 
15 non-financial companies reported a 
drop in profits and figures for the first 
half of 1986 look little better. After four 
years of economic recovery, profit mar- 
gins are now barely higher than at the 
depths of the recession in 1982, and 
around 20% below their level in 1973. 
(2) Profit margins of America’s non- 
financial companies are 80% up on 1982, 
and at their highest level for 20 years. 
Economists at Morgan Guaranty, a 
big New York bank, have sought to 
explain this apparent contradiction. 
They prefer the second (cheerful) pic- 
ture, taken from the government’s na- 
tional income accounts (“‘adjusted prof- 
its” in the chart), to the first, taken from 
companies’ own annual reports (“‘report- 
ed profits”). The bank points to four 
things which distort profit comparisons 
over time as reported by companies. 
@ Reported profits have recently been 
depressed by an exceptionally large 
number of companies writing down the 
value of their assets. For example, in the 
second quarter of 1986, Union Pacific 
railway wrote off $945m-worth of assets. 
This book-keeping exercise does not 
necessarily reflect a sudden change for 
the worse in a company’s underlying 
profitability. Profits in the national ac- 
counts exclude these write-offs. 
@ By far the biggest distortion to report- 
ed profits comes from inflation. In the 
1970s, it artificially boosted them by 
increasing the value of stocks (inven- 
tories). More recently, falling commod- 
ity prices have resulted in companies 
suffering losses on their stocks. Such 


after a stormy three-hour meeting of the 
union’s extended executive board, which, 
redolent of the union’s Marxist-Leninist 
ideological baggage, is called the Central 
Struggle Committee. Its recommendation 
will need to be ratified by the union’s 
rank-and-file members at a special con- 
ference later this month. It promises to be 
a lively affair. Union officers reckon the 
vote could go either way. 

Japan’s left-wing politicians, who have 
much sway over the unions but declining 
influence in parliament, have turned the 


reports to its sharehoiders 


paper profits and losses are stripped out 
of the adjusted national accounts figures. 
@ Inflation causes even bigger distor- 
tions in firm’s capital costs because ac- 
countants usually charge depreciation on 
historic costs rather than on the cost of 
replacing capital goods today, In the 
inflationary 1970s, this gave an artificial 
boost to reported profits. The sharp 
slowdown in inflation in recent years has 
had the opposite effect. The national 
accounts show a 16% fall in after-tax 
profits between 1984 and the first half of 
1986 on historic-cost figures, but a 12% 


US corporate profit margins 16 


1970 72 74 78 80 82 g4 86t 


Source: Morgan Guarany 


rise using replacement costs. 
@ Reported profits usually fail to reflect 
fully the reduction in companies’ tax bills 
caused by the tax changes introduced by 
the federal government in 1981. These 
allowed firms to depreciate their invest- 
ment more quickly, and therefore offset 
more against tax. However, accountants 
generally do not use the same deprecia- 
tion schedule for their firms’ reported 
profits as for tax purposes, so although 
the tax change trimmed actual tax bills 
and therefore boosted adjusted profits, it 
had little impact on reported profits. 
The new tax reform will affect the two 
measures—reported profits and adjusted 
profits—in different ways. Companies 
are most concerned about (a) the elimi- 


privatisation of INR into a big political 
issue. Opposition to the sell-off runs 
deep. On September 28th, Mr Hiroki 
Takano, a 24-year-old member of Ko- 
kuro, committed suicide in protest 
against the union’s emerging conciliatory 
line. On September 24th, INR’s Tokyo 
commuter services were halted for three 
hours, stranding more than 1m passen- 
gers, after the signalling system was cut 
systematically in some 20 places. Chu- 


kaku-ha, a left-wing group which fired 


home-made rockets at government build- 


NEW YORK 


nation of the investment tax credit (ITC), 
which has hitherto allowed companies to 
reduce their tax by 6-10% of the cost of 
an investment; and cheered by (b) a cut 
in the top corporate tax rate from 46% to 
40% in 1987 and to 34% thereafter. The 
net effect is that companies’ average 
annual tax bills will go up by an extra $25 
billion (25-30% ) over the next five years. 

The package will therefore reduce 
adjusted profits quite sharply. Reported 
profits, however, will (misleadingly) 
look stronger. Because companies de- 
preciate their assets in their reported 
accounts more slowly than for tax pur- 
poses, book profits tend to be higher 
than taxable profits. Company accounts 
use the term “deferred taxes” to de- 
scribe the difference between taxes that 
would be due on these higher profits and 
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those that are actually paid. Deferred 
taxes (ie, money to meet these possible 
future liabilities) have grown rapidly in 
recent years. 

The cut in the top corporation tax rate 
from 46% to 34% will reduce deferred 
taxes, probably by more than enough to 
offset the increase in the tax burden 
caused by the elimination of the rrc. For 
example, Exxon's deferred tax liability 
stood at $11 billion in 1985; the lower tax 
rate would chop this by about $3 billion 
and deliver a windfall to reported prof- 
its. The true picture is that previous 
profits were understated by $3 billion 
because too much was set aside for 


. future tax liabilities. To compensate, 


future profits will be overstated. 


ings during the economic summit meeting 
in Tokyo in May, subsequently claimed 
responsibility. Last November, Chukaku- 
ha interrupted commuter services in To- 
kyo and Osaka with a similar attack. 

The more recent sabotage came on the 
morning of a planned meeting of Ko- 
kuro’s extended executive board to dis- 
cuss softening the union’s opposition to 
INR's privatisation. The meeting was 
abandoned after police were called to 
eject demonstrators against privatisation. 

The issue has divided the union. In 





Membership 


Party 
Affiliation 


Union 


dan 86. Apr 86 Now 
JSP 184,600 165,400 131,866 
JSP 34,000 31,400 33,794 

DSP -31,500 28,700 40,392 
Komeito 1,700 1,500 4,638 


255,500 230,700 229,600 


Kokuro 
Doro 
Tetsuro 
Zenshiro 
Total JNR 
union members 


< rural areas, Kokuro members have be- 
come increasingly worried about the fu- 
ture-of their jobs. The new railway com- 
panies will employ only 215,000 of INR’s 
“present workforce of 277,000. Some 

38,000 railwaymen have lost their jobs in 
| the past year. 
= The present INR management can 
nominate those who will be re-employed 
after privatisation. Many workers fear 
. that it will victimise Kokuro members. 
More than 20,000 have resigned from the 
union since April. 

Some of those resigning have switched 

to one of the 12 new pro-privatisation 
unions, such as Shinkokuro, a splinter 
group from Kokuro. Others have joined 
such longer established rail unions as 
Doro, (the engineers’ union), Tetsuro 
(which was formed by a defection of 
‘right-wing Kokuro members 20 years 
ago), and Zenshiro (the maintenance- 
~- workers’ union). 
The railway unions, like the country’s 
labour movement at large, are divided 
between two main union federations: So- 
hyo, a mostly public-sector grouping 
which supports the main opposition par- 
ty, the Japan Socialist Party (jsp); and 
Domei, whose mostly private-sector 
unions back the Democratic Socialist Par- 
ty (DSP) or the more centrist Komeito 
party. In January, Doro, long regarded as 
the most radical rail union, caused labour 
divisions to become more confused by 
suddenly dropping its hard-line opposi- 
tion to privatisation. Two others fol- 
lowed: Zenshiro, with enthusiasm; Tet- 
suro, with. reservations. Tetsuro accepts 
„privatisation. but not fragmentation of 
NR. Doro subsequently quit Sohyo in 
July, after the union federation backed 
Kokuro’s then hard line on JNR privatisa- 
tion and voted Doro representatives off 
its executive committee. 








Stora-Papyrus 
Paper money 


Sweden is the world’s fifth biggest pro- 
ducer of paper and pulp (see chart), and 
the industry accounts for over 13% of all 
Swedish exports. So it cannot afford to sit 
still while the industry changes elsewhere. 
Swedish companies are merging and reor- 
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chief executive at Stora in 1984 and has 


ganising to cope with increased competi- 
tion from low-cost Brazilian pulp, from 
the continuing rationalisation of the .in- 
dustries ‘in. Finland, France and West 
Germany, and from a new onslaught by 
North American producers helped by a 
cheaper dollar. 

The latest proposed Swedish get-to- 
gether is a cash-and-paper takeover bid 
from Stora, already Europe’s biggest pulp 
and paper producer, for Papyrus, a small- 
er competitor. The offer, worth some 
Skr5.8 billion (about $840m), is Swe- 
den’s biggest takeover bid, substantially 
more than Stora paid for another big 
paper maker, Billerud, only two years 
ago. i l 













































The competition 
Main wood pulp & paper producers, 1985 
m tonnes 
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Source: FAD #1984 + Including straw & bagasse pulp 
If successful, it will be the second 
Swedish paper merger this year, after the 
earlier joining of two medium-sized 
firms, Holmen and Fiskeby.. The take- 
over will leave Sweden with three groups 
dominating the industry: Stora, Svenska 
Cellulosa, and the MoDo and Iggesund 
companies which have big stakes in each 
other. Stora will be by the far the biggest, 
with 23,600 employees and an ‘annual 
turnover in excess of SKr18 billion. 

Both Stora and Papyrus come within 
the sphere of the Wallenbergs, Sweden’s 
famous industrial dynasty. Mr Peter Wal- 
lenberg is chairman of both, and Wallen- 
berg interests hold about 40% of the 
shares in Stora and 38% in Papyrus. Stora 
has enough money for the bid. In May, it 
sold off hydro-electric power operations 
to a group. of insurance companies. in a 
lease-back deal that gave it $Kr6 billion 
and an. option to buy the operations back 
within ten years. eile 
Mr Bo: Berggren, who took over as 








masterminded the group's modernisatio 





plan, says the merger will bring substans- 
tial benefits through rationalisation of the 
fine-paper and newsprint operations, and 
by integration of pulp production. He 
puts the gains from the merger at 
SKr350m over the next three to four 
years. With that sort of promise andthe 
big Wallenberg holding in both compa- 
nies, the bid is unlikely to fail. 












European business schools 
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Friday-night MBAs 


New business schools offering American- 
style MBA (master of business administra- 
tion) degrees at discount prices are pro- 
liferating across continental Europe. 
The established international business. 
schools—Insead in Paris, iMi in Geneva 
and Imede in Lausanne prominent amon 
them—say loftily that they are concerned 
that the uncertain quality of these new 
courses may lower the tone of the MBA 
across Europe, where it has never had the 
same ring as in America. 

Many of the new schools are offshoots 
of second-division American business 
schools. There are too many MBAS in 
America, too few in Europe. In 1985, 
more than 60,000 MBAs were granted in 
America, but barely 2,000 throughout 
Europe. Americans running schools in 
Europe say that their parent institutions 
hope to build up some international expe- 
rience from their foreign ventures. 

One of the newcomers, Webster Uni- 
versity of St Louis, Missouri, has set up 
three European business schools—in 
Austria, Holland and Switzerland—and 
will open a fourth in London this month. 
Its 400 MBA students are paying as'little as, 
$7,500 for an 18-month part-time course MJ 
That is about half what Insead charges for “™ 
its nine-month MBA course, and a bit 
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1ore than one-third of the one-year tu- 
ion fee at IMI, Europe's price leader. 

The newcomers’ teaching costs tend to 
e low. Most of them employ part-time 
sachers for part-time courses; whereas 
asead, the biggest, has 56 full-time facul- 
7 members, The City University in Zu- 
ch, an adjunct of a college in Seattle, 
tarted this January with 110 MBA stu- 
ents on a 18-month course which it holds 
n Friday nights and Saturdays. 

Most of the teaching staff at the new 
stitutions are recruited in Europe. 
fowever, the University of Hartford 
susiness School, which has 61 MBA stu- 
ents enrolled for its second year of 
perations in Paris, flies in full-time pro- 
essors from its parent university in Con- 
ecticut to teach at its 11-month courses 
1 Paris. 

me Americans have come to Europe 

nking up with existing schools—a 
ormula that does not always work. The 
{orth Texas State University says it has 
ancelled a faculty-exchange programme 
vith the Graduate School of Business 
Administration in Zurich. An official at 
he Texas university claims that the 
chool used the university’s name and 
ogo on some of its diplomas. Both insti- 
utions are looking for other partners. 

Mr Claude Rameau, the dean at In- 
ead, sees plenty of room for good new 
chools in Europe. “The market”, he 
ays, “will soon discover which ones are 
erious.” Bad luck on individuals paying 
ora joke. 


3ritish design firms 
n the pink 


d idea that design sells has spawned 
Ore than 100 design firms in Britain. 
Many are offshoots of pioneers, like Sir 
erence Conran’s Conran Associates and 
fitch & Co, which recently completed the 
ininspired interior design of Heathrow’s 
ferminal 4. Some see parallels between 
he industry’s fast growth and the adver- 
ising business, where a British agency, 





Profits by design 
1985-86 turnover pre-tax 
profit 
£m £m 
Addison Consultan 57.6 44 
\idcom Internationa’ 26.1 1.3 
Fitch & Co 9.2 1.6 
Michael Peters 6.2 0.9 
Stewart McColl 6.0 1.4 
3rass Roots 
Partnership 4.8° 0.1° 
Sonran Associates 2.5 0.08 
3eresford Sherman 2.0 0.04 
JCA Design 1.7 -0.3 
Design Solution 1.0 na 
Sources: Marketing Week, company reports 
‘Year to December 1984. 


"HE ECONOMIST OCTOBER 4 1986 


And now designer grocers 


Saatchi & Saatchi, is the world’s biggest. 

As if to demonstrate the link, Mr 
Martin Sorrell, Saatchi & Saatchi’s ex- 
finance director who helped plan the 
agency’s rapid expansion, is dabbling in 
design. He and Mr Preston Rabl, a stock- 
broker, have bought a big stake in WPP, a 
company that once made supermarket 
trolleys. Guided by its two new share- 
holders, wep has bought nine design, 
graphics and sales promotion outfits in 
the past nine months. 

Fitch puts the total annual revenue 
derived from design in Britain at £220m. 
About half comes from retailers, one- 
fifth from product design, one-sixth from 
office design and the rest from packaging. 
The market has grown by around 40% a 
year for several years. In 1985, the turn- 
over of the largest firm, Addison Consul- 
tancy, was £57.6m ($74.7m)—more than 
double 1982's turnover. 

Retailers are a big market because they 
have been busy revamping themselves 
ever since “designer shops” like Habitat 
(Sir Terence Conran’s furnishing busi- 
ness) became successful. On October 
2nd, Coloroll, Britain’s biggest manufac- 
turer of wall coverings, opened its first 
store in London's Regent Street. The 
shop refurbishment cost £2m and was put 
together by The Design Solution, a small 
firm set up two years ago by an architect 
and four ex-Conran employees. Its rede- 
sign for W. H. Cullen, a chain of corner 
grocers, has already caught the public’s 
eye. 

Other customers include City firms in 
search of new corporate identities to help 
them stand out from the crowd in Brit- 
ain’s about-to-be-deregulated financial 
markets. Multinationals are also keen to 
look better. Four out of every ten big 
British companies now employ a design 
director. The leisure industry is another 
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growth market. Fitch is involved in turn- 
ing some of London’s dockland areas into 
theme-parks and the like. Such jobs have 
led the design firms (often through acqui- 
sition) into allied businesses, notably ar- 
chitecture, management consultancy, 
public relations and advertising. 

The firms are also acquiring each other. 
This month, Addison Consultancy, which 
started as a design group but has since 
diversified into public relations, will buy 
Aidcom International, a design and mar- 
ket-research business, if shareholders ap- 
prove its £13m bid. Stewart McColl, an 
interior-design firm, acquired Mathews 
Wheatley, a commercial architect, in 
June. McColl Wheatley, as it is now 
known, has a combined turnover of £15m 
and may go public later this year. In July, 
Michael Peters, which specialises in pack- 
aging design, bought PA Design. 

Some of the British firms are looking at 
the American market, which is still sur- 
prisingly small, worth about $1.5 billion a 
year. The biggest American design firm is 
Landor in San Francisco, with annual 
sales just in excess of Fitch's. Landor was 
responsible for giving British Airways 
staff and aeroplanes their latest brush up. 
So far, however, British design firms have 
done badly abroad. 


Zinc 
Concentrate power 


The sale by debt-ridden Canadian Pacific 
of its 52% controlling stake in Cominco, a 
Canadian metals group, has put some 
zing in the zinc market. The nature of 
some of the buyers of the stake could shift 
the balance of power that helps determine 
the price of zinc concentrates. 

Cominco is a lumbering mining giant 





WORLD BUSINESS 


that has some clout in setting the price of 
zinc concentrates. That is why a consor- 
tium of three buyers paid close to C$280m 
($202m) for a 31% share of the company. 
They are Teck (50% of the consortium), 
MIM (25%), and Metallgesellschaft 
(25%). The remaining shares will be 
offered to the public. 

Teck is a Canadian mining company 
keen on expanding into the metals busi- 
nesses from which others want to with- 
draw. Australia’s MIM and West Germa- 
ny’s Metallgesellschaft are big players in 
the zinc industry, and have their eyes on 
Cominco’s large zinc deposits. 

‘The world’s zinc smelters fall roughly 
into two groups: European smelters 
which do not have significant mining 
interests and have to buy concentrates on 
world markets; and North American min- 
ers, which own big mines as well as their 
own smelters. When decisions are made 
about pricing the concentrates, each com- 
pany declares an opinion on where the 
price should be, then a single consensus 
price is set. This price reflects how the 
power of the miners weighs up against the 
power of the smelters. 

Metallgesellschaft used to be firmly in 
the smelter camp. Then, in 1982, it sold a 
50% stake in one of its wholly-owned 
smelters to MIM, a miner, thus securing 
supplies of concentrate. The stake in 
Cominco assures Metallgesellschaft of 
more concentrates. So other European 
smelters—such as West Germany’s 
Preussag, France’s Penarroya, Britain's 
AM&s (Europe) and Holland’s Billiton— 
may feel their power diminishing as one 
of their number takes on the character of 
a miner. 

At the moment, all is cosy in the zinc 
industry because of a tacit understanding 
that the consensus price should bear a 
close relationship to the free-market 
price. But a few years ago, the miners 
used their power to swing the price in 
their favour, and sent some European 
smelters to the brink of bankruptcy. The 
new shape of Metallgesellschaft must give 
rise to worries among European smelters 
of a repeat performance. 


Indian cars 


Road-block for the 
Japanese 


NEW DELHI 


Because they regarded cars as luxury 
goods, Indian governments used to starve 
the industry of foreign exchange and 
capital. Apart from the odd Mercedes 
belonging to a businessman who has wan- 
gled his way around the import ban, 
India’s roads have been monopolised by 
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Tata gears up 


ancient models made by two local compa- 
nies, Hindustan Motors and Premier 
Automobiles. Gas-guzzling and hard to 
come by, these cars are also expensive. 
At around 100,000 rupees ($7,900) each, 
they are many times the 3,500 rupees a 
month earned by the head of a govern- 
ment department. 

Before he died in an aeroplane crash in 
1980, Mrs Gandhi’s favourite son, San- 
jay, pushed for “‘people’s cars”—a cheap, 
modern model to be made in collabora- 
tion with Suzuki, a Japanese carmaker, 
and called the Maruti. After his death, 
the future of Maruti was assured as a 
memorial to him. Owned 74% by the 
Indian government and 26% by Suzuki, it 
started production in 1982. 

A flood of applications for joint ven- 
tures between local companies and Japa- 
nese partners followed. The government, 
keen that Indian vehicles should be more 
fuel-efficient, and attracted by the mirage 
of future exports, approved entrants into 
the truck industry. In cars, Maruti was to 
be given time to establish itself. 

Allwyn Nissan, Swaraj Mazda and DCM 
Toyota are now competing with big local 
truck makers like Bajaj and Telco, part of 
the giant Tata group. All three started 
production last year, and are already in 
trouble. The new companies wrongly 
counted on enough bottled-up demand to 
absorb their extra production. The im- 
proved efficiency of the railways and a 
credit squeeze have helped to depress 
sales. The banks have reduced their lend- 
ing to truck owner-drivers, who buy 30- 
40% of all trucks in India. 

Sales of trucks rose steadily until this 
year. Then they dropped from 32,475 in 
April-August 1985 to 30,469 in the same 
period this year. Manufacturers have low- 
ered prices to get rid of stocks and are 
cutting production, 
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Car sales, by contrast, are booming, 
Three years ago, 45,000 cars were sold, 
This year, sales will total 125,000. 
130,000. Production fell in the first half ol 
this year, but only because Maruti anc 
Hindustan Motors closed factories to re- 
tool them for new models. The growtt 
has all gone to Maruti, the fashionable cai 
to buy. The other manufacturers have no! 
lost sales, but they no longer have waiting 
lists several years long. 

Other Indian companies, jealous o! 
Maruti’s current two-thirds share of the 
car market, would like to grab a slice with 
a partner's smart foreign model. Premie: 
wants to make the Datsun Sunny; Telco is 
proposing to set up with Honda; Hindu- 
stan Motors with Isuzu. Escorts, a com: 
ponents manufacturer, wants to make the 
Citroën 2cVv. 

The government, however, is not € 
py with the part Suzuki has played in 
Maruti joint venture. The original agree- 
ment said that, while most parts would be 
imported from Suzuki to start with, the 
car would gradually become Indian. By 
now, more than half of it was supposed to 
be Indian, but only 37% of it is. There is 
bad blood between Suzuki and the Indian 
government, which suspects that the Jap- 
anese company is interested in India 
mainly as a market for its spares. 

Scarcity of foreign exchange has lent an 
edge to the government’s anger. The 
widening trade gap has raised protests 
against the government's import liberali- 
sation policy. Imports for the vehicles 
industry alone cost $600m in 1985-86, 
compared with $175m in the previous 
fiscal year. That has persuaded the gov- 
ernment to think thrice about the other 
joint-venture applications. They now 
look unlikely to get the go-ahead. 


Grand Metropolitan 


Intercontinental 
interest 


Grand Metropolitan, a big British compa- 
ny famous for Watneys Beer, J&B whisky, 
other consumer products and hotels, is on 
bid alert again. Trafalgar Holdings, a Los 
Angeles investment firm controlled by 
Mr Charles Knapp, an American finan- 
cier, wants to buy Grand Met's hotels 
business, which includes the Interconti- 
nental group, and maybe more. “We are 
looking hard at the hotels and a little less 
hard at the company,” says Mr Donald 
Reynolds, a Trafalgar director. Trafalgar, 
he says, has bought “less than 5%” of 
Grand Met’s shares. 

Mr Knapp’s offer of $870m for the 
hotels this summer was rejected by Grand 
Met. Sir Stanley Grinstead, Grand Met's 
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chairman, says he has recently repeated 
_ his earlier message to Mr Knapp that “the 
hotels are a core business that we have no 
-plan to sell”. Analysts estimate the hotels 
“are probably worth $1.3 billion-1.5 
billion. 

Whatever his target, Mr Knapp is ap- 
plying pressure at a difficult time for 
Grand Met. Some of its recent acquisi- 
tions are not yet stars. The hotels business 
is just chugging along. Sir Stanley is 
offloading bits of his group that do not fit 
in with his plans, like American tobacco 
-vand European brewing. He aims to stick 





< to branded consumer products and ser- 


= vices, and to add to them in America. 
Since he took over four years ago, he has 
tried to make the group less reliant on its 
wodge of British beers, betting and foods 
and on the uncertain British economy. 
Last year, 57% of Grand Met’s £5.6 
illion ($7.3 billion) of sales came from 
Britain,.down from 73% in 1981. The 
American share jumped to 34% from 
19% in 1981. Sir Stanley thinks that 
Britain, America and the rest of the world 
‘should each provide about one-third of 


the group’s trading profits. At the mo- . 


ment, Britain and the rest of the world 
provide 40% each, America only 20%. 
Since 1981, Grand Met’s sales have 
grown by 74% and pre-tax profits by 
86%. But its most recent American acqui- 
sitions have not come up to expectations. 
Quality Care, a home-health company 
“bought for $125m in January 1985, and 
Pearle Health Services, a retail optician 
bought for $386m in September 1985, 
_have proved particularly disappointing. 
Worries about the management’s judg- 
ment surfaced in 1984 when Grand Met 
failed to get out of American tobacco 
before a price war. Grand Met was set to 
| the tobacco side of Liggett, which it 
acquired in 1980 for $590m, to its Ameri- 
can management. But when prices col- 
lapsed, so did the management buyout. 
Liggett’s operating profits slumped. to 
$6.4m in the year to September 1985 from 


$67m in the previous year. Now Grand : 


Met is in the midst of new negotiations to 
. Sell Liggett to investors and its managers 
_ for some $150m. ae 
Another disappointment is the poor 
< ‘return on assets from Grand Met’s hotel 
.. chain, which includes the 96 Interconti- 
<- nental hotels bought from Pan American 
for $500m in 1981. In 1984-85, hotels 
produced trading profits of £37.6m, a 
.. 6.8% return on capital. Profits were prob- 
ably less in the 1985-86 year just ended 
_ (on September 30th) because. of the way 
.. Chernobyl and the bombing of Libya 
- frightened so many American visitors 
` away from Europe this summer, “We 
think we can do a lot better,” says. Mr 
~ Reynolds of Trafalgar, He. reckons. an 
deg return would be 10-15%. - 





Night train to Moscow 







For the 30,000-or-so westerners living in 
Moscow, shopping is a problem. Buying 
food can involve queueing for hours. 
Many other things, from car parts to 
good carpets, are unavailable. One an- 
swer is to order hard-to-find goods from 
Finland. So Russia’s shortages have 
meant extra business for Stockmann, the 





“Finnish trade 


Bear squeeze 





HELSINKI 


The normally calm Finns are in a flap 
over their trade with Russia—which, in 
“recent years, has accounted for at least 
20% of all Finland’s trade. Curiously, 
recent speculation against the Finnish 
mark has been caused by a sharp prospec- 
tive improvement in Finland’s terms of 
trade with this biggest customer and sup- 
plier. The muddle has brought a theatri- 
cal autumn row between Finland’s Social 
Democratic prime minister, Mr Kalevi 
Sorsa, and the Centre party foreign minis- 
ter, Mr Paavo Vayrynen, who has ac- 
cused Mr Sorsa of not taking the matter 
seriously enough. 

In Finnish-Soviet trade, no currency 
changes hands. Instead, the two countries 


















Finland over a barrel 
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for example—will go bust. 






HELSINKI 


biggest department store in Helsinki. 
Each weekday morning, the overnight 
train from Helsinki arrives in Moscow 
with a new batch of supplies, usually 
ordered by telex or telephone, for west- 
ern diplomats, businessmen and journal- 
ists. Stockmann’s deliveries to customers 
in Moscow and Leningrad were worth 
about 12m markkaa ($1.9m) last year, or 
2% of sales in its main Helsinki store. 
Fresh food, including large quantities of 
milk, clothes, toiletries and washing 
powder are much in demand. 
Stockmann’s sales to Russia have 
grown by 10-15% a year. If Mr Mikhail 
Gorbachev fulfils his promise to improve 
supplies in Russia’s shops, the interest in 
Stockmann’s services could drop. But for 
the moment, a far greater worry for the 
store is growing competition from mail- 
order firms in Denmark, West Germany 
and Switzerland. 


have a clearing arrangement, with five- . 
year and annual agreements designed to 
Keep each side’s exports and imports 
roughly in balance. Since energy products 
(mainly oil) account for four-fifths of < 
Soviet deliveries to Finland, big changes 
in the oil price lead to correspondingly big 
changes in Finnish exports to keep the 
books balanced. With oil now costing half 
as much as it did a year ago, the Finns will 
find it all but impossible to avoid a sharp . 
drop in exports to Russia in 1987. 

The Finns have not yet had to cut their 
exports much because both sides are- 
sticking to contracts signed. last year, 
before the oil price weakened dramatical- 
ly. But Finland’s trade surplus with Rus- 
sia this year has already gone above the ': 
2.1 billion markkaa ($430m) ceiling al- 
lowed under the clearing arrangement, 
and is likely to reach 4 billion-5 billion ` 
markkaa by the end of the year. So the 
Finnish and Soviet negotiators must first- 
decide what rate of interest the Russians 
will pay on this surplus (or, less likely, .. 
whether the Finns can convert part of it 
into hard currency). They must then turn 
to the choices for next year. 

One book-balancing option is for Rus: 
sia to sell more to Finland. But what? The 
Russians have little that the Finns. want, 
except for yet more oil, which the Finns 
would happily refine for re-export. The- 
Russians badly need hard currency, how- 
ever, and are reluctant to divert dollar- 
earning oi! to their barter trade with 
Finland. The talk in Helsinki is of a cut of 
20-40% in Finland’s exports to Russia in 
1987. Finnish companies that have relied 
on the Soviet market will find the adjust- 
ment hard. Some—several shoe factories, 
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Guinness: stouter and stouter 





In the space of five years, Guin- 
ness, the maker of the black beer 
that is beloved by Irish and Brit- 
ish alike, has transformed itself 
from an ailing brewer with a 
stockmarket capitalisation of un- 
der £100m into an international 
drinks company worth more than 
£2.6 billion. The transformation 
has not been easy. 

It has involved the Guinness 
family giving up the executive 
chairmanship of the company it 
founded (Lord Iveagh, the fam- 
ily’s present head, occupies the 
new post of president). And the 
in-fighting that followed the com- 
pany’s takeover earlier this year 
of Distillers, the leading maker of 
scotch whisky, also came close to 
unseating his successor, Mr Er- 
nest Saunders. 

On September lith, Mr 
Saunders won a crucial vote of 
shareholders approving his ap- 
pointment as chairman as well as 
chief executive. The vote also 
approved a new board of direc- 
tors with the power to set his 
salary and to hire and fire him. 

The extraordinary meeting of 
shareholders was called because 
of accusations in Scotland and in 
the City of London that Guinness 
had reneged on commitments it 
made in stalking Distillers. In 
April, Guinness secured the 
backing of a sufficient number of 
Distillers’ shareholders to rescue 
the company from a rival bid 
from Argyll, the food and super- 
market group run by Mr James 
Gulliver. 

In conceding the establishment 
of a new board of directors, Mr 
Saunders’s successful sticking 
point was that Sir Thomas Risk, 


Spirited growth 


the chairman of the Bank of Scot- 
land, would not be offered the 
chairmanship of the enlarged 
group. The offer to make Sir 
Thomas chairman was first made 
in January, shortly after Guin- 
ness emerged as a white knight 
for Distillers. Guinness no doubt 
reasoned that the appointment of 
Sir Thomas, a powerful figure in 
Scotland’s financial community, 
would not only solve the problem 
of who was to chair the combined 
board; it would also help appease 
Distillers’ Scottish shareholders. 
The choice of the independent Sir 
Thomas quickly backfired on Mr 
Saunders. 


Going international 


Conscious of the “Scottish inter- 
est”, Sir Thomas showed himself 
to have different ideas about the 
way Distillers’ businesses should 
be run. In addition, Guinness 
learnt only after the takeover of 
the severity of the many prob- 
lems facing Distillers’ scotch- 
whisky distilleries in the High- 
lands of Scotland. The group 
would have to make much bigger 
cuts in whisky production than it 
had envisaged—a prospect that 
Sir Thomas apparently found dif- 
ficult to live with. 

The introduction of the new 
board, minus Sir Thomas, leaves 
Mr Saunders free to pursue his 
ambition of turning Guinness 
into an international drinks com- 
pany. The enlarged group’s com- 
bined sales of £2.75 billion make 
it among the world’s biggest in 
the liquor market, behind such 
giants as Japan’s Suntory, Ameri- 
ca's Anheuser-Busch, Holland’s 


Guinness, before’ and after Distillers’ acquisition’ 
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Total: 
£1-48bn 


sector 


56 Beer 29 


21 Whisky 31 
White spirit 7 
Retail 12 


Overseas 
operations? 15 


23 Retail & other 
Other 6 


Sources: First Boston ; Company reports 
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24 Ireland 14 
Other Europe* 6 


North 
America? 13 
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Before 


s Assuming Arthur Bell owned from start of fiscal 1985 


Heineken and Canada’s Sea- 
grams and Hiram Walker. 

The credentials of Mr 
Saunders for running the new 
Guinness are impeccable. A 
combative marketeer with a 
background in retailing, he came 
from Nestlé, the Swiss food mul- 
tinational, where he was a senior 
manager in charge of internation- 
al operations. Before that, he had 
spells at Beecham, a British drug 
company, and at Great Universal 
Stores, a big British mail order 
and retail group. 

Mr Saunders’s first task on tak- 
ing Over as managing director in 
1981 was to tackle Guinness’s 
creaky management. A brand 
name that is almost an institution 
in Britain and Ireland was wilting 
from ineptitude. Attempts to di- 
versify into other businesses had 
failed to produce the necessary 
improvements. In consequence, 
profits before tax had slipped 
from £52.9m in 1979 to £41.8m in 
the year Mr Saunders arrived. 

Output per employee was only 
a third to a half that achieved by 
some British rivals’ more modern 
breweries. Mr Saunders cut 1,000 
jobs from the overmanned Dub- 
lin brewery and began a £100m 
investment programme. Similar 
actions were taken to modernise 
Guinness’s other big brewery in 
London. Next to come under 
scrutiny were the 270 businesses 
into which Guinness had strayed 
in the 1960s, when it realised that 
beer markets in Britain and Ire- 
land (which then accounted for 
71% of Guinness sales) offered 
little prospect of growth. 

Unlike most other British 
brewers, Guinness had no pubs 
of its own. This prevented it from 
boosting sales from such sidelines 
as food and by charging for enter- 
tainment. It had also eschewed 
the expansion into off-licences 
(liquor stores) and hotels that 
other brewers were pursuing. Mr 
Saunders found instead that 
Guinness had branched out into 





Saunders peers overseas 


such things as canal-boat holidays 
in France, cosmetics in Nigeri 
toffees in England, baby hing 
the United States and too 
brushes in Kuala Lumpur. 

Within a year, no fewer than 
140 peripheral businesses had 
been sold off or closed down, 
involving a write-off of £49m in 
Guinness’s 1982 accounts. Signif- 
icantly, the new regime held on 
to the retailing businesses: La- 
vells newsagents chain and the 
Drummond chemist group. 

Mr Saunders’s strategy for im- 
provement concentrated on four 
main areas: drinks (still only beer 
in those days); retailing; health 
products and services; and pub- 
lishing (based mostly on the 
Guinness Book of Records, 
whose 2m sales each year are 
exceeded only by the Bible). 

Having sold many of the busi- 
nesses bought by his predeces- 
sors, Mr Saunders embarked on 
his acquisitions. Between Ju 
1984 and August 1985, Guinn dy 
spent £98m buying a string 
shop groups specialising in news- 
papers and magazines, confec- 
tionery and tobacco. Guinness 
now has 1,400 such shops—more 
than any other British retailer. It 
also owns 100 chemists through 
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Drummonds group and 53 7- 
Eleven convenience stores. 

“In 1985, retailing (plus a few 
related bits and bobs) accounted 
for 29% of total sales but only 
14% (or £13.8m) of the group’s 
Operating profits. That reflects 
the fact that retailing margins of 
4% are only half those that Guin- 
ness has achieved on beer (7.9% 
in 1985, compared with only 5% 
in 1981). 

The change of direction 
pleased analysts in the City of 
London. Guinness’s sales were 
growing by a compound average 
rate of 7%, profits after-tax by 
27.4% and earnings per share by 
28.1%. But 1985 sales were still 
very narrowly based: two-thirds 
of the company’s sales were made 
in Britain and Ireland, with beer 
accounting for roughly the same 
portion. This was mirrored in 

rofits: 83% came from beer, 
and 67% from Britain and Ire- 
land. Mr Saunders reasoned that 
for Guinness to break with its 
past it would not only have to 
acquire new drinks businesses 
but also to become more 
international. 

During 1985, Mr Saunders had 
run a slide rule over Distillers, 
which was losing market share 
despite its best-selling whisky 
brands, such as Johnnie Walker, 
Dewar’s White Label, White 
Horse, Black and White, Haig 
and Vat 69. With flat profits, 
Distillers looked vulnerable to 
takeover but Guinness and its 
advisers felt the company (then 
capitalised at £1 billion) was too 
big to swallow whole. Mr 
Saunders looked for something 
more digestible. He found it in 
pis Bell, a whisky distiller 












Wa contested takeover in August 
1985 for £410m. The purchase of 
Bell added annual (1984) sales of 
£318m and profits after tax of 
£41.9m. Overnight, Guinness 
boosted its overall sales by 28% 
and nearly doubled its net profits. 

The results for the six months 
to March 31 1986 show the effects 
of its acquisitions. Beer fell ‘to 
48% of total sales and 46% of 
operating profits. Bell’s contrib- 
uted 21% of sales and 29% of 
profits. From only 15% in 1984, 
retailing accounted for 31% of 
the enlarged group's sales, and 
17% of its profits. 

Tt was not until the end of 1985 
when Mr James Gulliver, chair- 
man of Argyll, the supermarket 
group, made his £1.9 billion bid 
for Distillers, that Guinness took 
a second look at the company. 
Mr Saunders and Mr John Con- 
nell, the Distillers chairman, be- 
gan talking about a ‘rival but 
friendly. bid. from Guinness... It 





hotel group, that he acquired’ 





came in-January, valuing Distill- 
ers at £2 billion. Almost immedi- 
ately it encountered. opposition 
from Britain's: Office of Fair 
Trading. The trastbusters con- 
tended that a merger of the two 
companies would give the com- 
bined group an unassailably large 
share of Britain’s whisky market. 

Guinness countered by offer- 
ing to sell off bits of Bell’s whisky 
business to avoid its bid being 
referred to the monopolies com- 
mission. A deal was struck allow- 
ing Guinness to self some brands 
to Mr Tiny Rowland’s Lonrho. 
By April, Guinness had enough 
acceptances to its offer to take 
over Distillers. 


Bottoms up 


The acquisition has transformed 
Guinness (see chart on facing 
page). Analysts at First Boston 
reckon that the combined group’s 
sales in 1985 would have been 
doubled to £2.75 billion and op- 
erating profits increased from 
£121m to £354m. Whisky and 
other spirits will now account for 
38% of sales and 64% of operat- 
ing profits, while beer’s contribu- 
tion declines to just under 30% of 
sales and 18% of profits. 

More important, sales outside 
Britain and Ireland will increase 
from about 17% of the total to 
38% and the share of profits from 


whiskies and other spirits anda 
few other drinks-related busi- 
nesses. The other two are Guin- 
ness Development (retailing, 
speciality food, health. products 
and publishing) and Guinness 
Commercial (glass, other foods, 
gases and related businesses). 
Distillers badly needed shaking 
up. Though it had dominatéd the 
market for scotch whisky since its 
formation in 1877, it had re- 
mained until its takeover a loose 
confederation of companies held 
together by a web of committees. 
Its various brands were run as 
independent clans. Marketing 
was rarely co-ordinated and no 
real attempt was made to focus 
on sectors where there was a 
good chance of building up mar- 
ket share. 
One of the first cost savings by 
Mr Saunders will be to sell the 
expensive London headquarters 
of the individual brands. The 
money raised from the sales will 
probably be spent improving 
Guinness’s share of the spirit 
markets in North America, Japan 
and Continental Europe. An in- 
dication of the gains in sales.to be 
had from improving distribution 
and from improving marketing 
had already emerged before the 
takeover. After buying Somerset 
Importers, the biggest of its inde- 
pendent distributors in the Unit- 
ed States, Distillers’ sales in 





A head on Guinness 
Main acquisitions Cost £m 
Bell Group 
Arthur Beil & Sons 
Gleneagles Hotel August 1985 410 
Canning Town Glass 
British retailing . 
Martin the Newsagent June 1984 46 
Neighbourhood Stores February 1985 16 
Lewis Meeson July 1985 5 
R. S. McColl August 1985 26 
Other businesses 
Champneys Group November 1984 3 
Nature’s Best Health Products January 1985 2 
Richter Brothers February 1985 18 
Hediard SA August 1985 5 





abroad from about 16% to 68%. 
The biggest chunks of the new 


business outside Britain that Dis- - 


tillers is bringing to the group are 
sales in North America of £309m, 
in Continental Europe of £143m, 
and in Asia and Australia of 
£100m. 

Though known as a marketing 
man, Mr Saunders has so far 
concentrated in revamping Guin- 
ness on cost-cutting and rationali- 
sation. He has split the group into 
three main operating areas: the 
main one is Guinness Beverage. 
Under Mr Victor Smart, a former 
managing director of consumer 
products at Beecham, this com- 


Dines: Guinness. beers, . Bell's 


“much gentler approach. 


North America jumped by nearly 
50%. 

Under Mr Saunders, Guin- 
ness’s advertising campaigns 
have also undergone changes. He 
first replaced Guinness’s long- 
standing advertising agency, J. 
Walter Thompson, with the 
brasher Allen, Brady and Marsh. 
In an attempt to lure the younger 
drinkers who were switching in 
increasing numbers from dark 
ales to lighter lagers, the compa- 
ny spent a reputed £10m on its 
“Guinnless” campaign. It was 
only a partial success. Now, an- 
other advertising agency, Ogilvy 
Mather, has taken over: with a 
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Guinness faces an uphill slog if 
it is to boost sales in its traditional 
areas of stout and, following the 
Distillers acquisition, spirits. The 
increasing preference of drinkers 
for “lighter, healthier” beverages 
has caused the markets of both 
drinks to stagnate. It is more 
likely that gains in the drinks 
business will continue to come 
from cutting costs and from 
pinching market share from other 
international brands. 

Guinness recently sold off Dis- 
tillers’ 1% shareholding in British 
Petroleum, for £108m. On Sep- 
tember 26th, Norfolk Capital, an 
hotel group, paid £23.3m for two 
of the hotels that Guinness inher- 
ited from Arthur Bell: the Cale- 
donian and the North British, at 
each end of Edinburgh's Princes 
Street. (The swanky Gleneagles 
Hotel, also inherited from Bell, is 
not on the market.) 

Other hotels acquired through 
Distillers could also be put up for 
sale, as could Distillers’ food 
business which, among other 
things, makes most of the yeast 
used by British bakeries. Ana- 
lysts expect the next big sale to be 
its 5% share in Bank of Scotland, 
worth around £24m at today’s 
share prices. All told, the compa- 
ny could raise another £105m or 
so from disposals within the next 
few months, 


Management strains 


Guinness’s biggest problem will 
be the strain on its management 
of absorbing Distillers. The 
group’s top management is al- 
ready under pressure. Its market- - 
ing and finance divisions are be- 
ing kept under constant review by 
Mr Olivier Roux, a partner of the 
Bain group, a firm of manage- 
ment consultants. Together with 
Mr Tom Ward, an American law- 
yer, Mr Roux is one of Mr Saun- 
ders’s closest associates. Guin- 
ness is hoping that, freed of the 
constraints imposed by the previ- 
ous management, the talents of 
Distillers’ middle managers will 
shine through. 

In the long run, Guinness is - 
likely to get its biggest growth in 
profits from the small health- 
products and publishing business- 
es, One of Mr Saunders first 
priorities, however, will be to 
tackle the overcapacity in Distill- 
ers” whisky businesses. The com- 
pany’s (still-secret) plans for cut-. 
ting production and reducing 
expensive stocks are unlikely to 
make it friends in the Scottish 
Highlands. With the row over Sir 
Thomas Risk still ringing in his 
éars, Mr Saunders will have to 
tread warily if his cost-cutting 


+ plans areto succeed. 
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This advertisement does not constitute an offer for sale of shares in Kestrel Limited. Applications for shares in Kestrel Limited will only 
be considered on the. terms of the Explanatory Memorandum dated 18th August, 1986, issued by it 


KESTREL 


— limited- 


Kestrel Limited is the first sterling fund to be 
promoted by the sponsors of Mint Limited — one of 
the world’s most successful futures funds. The 
subscription period for shares in Kestrel Limited 
is open until 30th October 1986. 


@ Shares denominated in Sterling. 


© Advised by J.M. Harwood & Company Ltd, which will 
be using its well-proven proprietary technical 
trading strategy. 


@ Impressive past 
performance - 
from September 1981 
until June 1986, 
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Jow to beat Britain’s 
*3 billion fraudsters 


he Home Office’s proposals to combat 
aud in Britain, announced on October 
id, need pushing through with speed 
id determination. They incorporate the 
(well, more or less) of the recom- 
dations of the committee chaired by 
ord Roskill, a law lord, which published 
; ideas at the turn of this year. With luck 
nd barring a general election between 
nes), the proposals, which will go into a 
ider Criminal Justices bill, could be on 
e statute book by July 1987. It will not 
: a day too soon. 
British fraudsters raked in at least £3 
llion ($4.4 billion) last year. A few of 
ie well-publicised rip-offs, like thievery 
the Lloyd’s of London insurance mar- 
¿t and alleged malpractices at bankers 
yhnson Matthey, have already raised 
yubts abroad that the City of London is 
ie most honest place to do business. 
fter the Big Bang on October 27th, 
hen most financial markets will become 
eer, the confusing overlap of responsi- 
\lities between half a dozen or so inexpe- 
enced self-regulatory bodies could open 
way for more financial chicanery. 
b raises the risk of the new interna- 
nal financial conglomerates taking 
ieir business elsewhere at the flick of an 
ectronic switch—unless the Thatcher 
overnment cracks down on crooks. It 
itends doing so. 
The government's main proposals are: 
To set up a Serious Fraud Office (SFO). 
will have parallel status with the Office 
f the Director of Public Prosecutions 
nd, like the office of the DPP, will be 
nswerable to the attorney-general. As 
iis newspaper suggested in January, it 
‘ill be staffed partly by bright young 
iwyers, accountants and wizards in com- 
any law. The sro, which will work 
losely with London’s fraud squads, will 
ave wide-ranging investigatory powers, 
kin to those enjoyed by the Department 
f Trade, but without the power to sub- 
oena witnesses. It will also conduct its 
wn prosecutions. It will take over the 
tickiest and the biggest fraud cases from 
1e DPP’s office. The DPP has never shown 
uch stomach for tackling fraud. Its so- 
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called Fraud Investigation Group (or FIG) 
is a loose and not-too-efficient investiga- 
tive-cum-prosecuting machine. It will 
probably be made redundant. 

@ Two big changes in court procedures. 
These will speed up trials and reduce 
costs, which can be more than £500,000 
for the trial of a complicated fraud. In a 
serious fraud case (and that means any 
which the sFO defines as such), prosecu- 
tors will be able to transfer the case 
straight to the crown court for trial, 
without the complication of committal 
proceedings in the magistrates’ court. In 
addition, the trial judge can order a 
preparatory hearing, to be held in open 
court but not in the presence of the jury. 
At this stage, the judge will clarify points 
of law and make orders to simplify the 
presentation of evidence to the jury. 





I'd rather be with the fraud squad 


Ba oat aiana wes 


@ New rules of evidence, which will ap- 
ply to criminal cases generally and not 
just fraud. Judges will have the power to 
admit most documents (even photocop- 
ies) without witnesses attending court to 
authenticate them. Sworn statements tak- 
en overseas and documents obtained 
from authorities in other countries will 
also be admissible. Court-rooms may be- 
come hi-tech. In certain circumstances, 
live satellite-video links could be set up to 
take evidence under oath from witnesses 
abroad, who could be cross-examined. A 
child’s guide to a particularly complex 
fraud, using, say, charts and diagrams, 
will also be allowed. 

,@ The peremptory challenge of jurors 
(often abused) will be abolished for all 
criminal proceedings. Any number of 
prospective jurors can still be challenged 
for a good reason (eg, a name at Lloyd’s 
trying another name). 

The government has rightly fought shy 
of one of Roskill’s more controversial 
suggestions—the abolition of trial by jury 
for serious frauds. Sensibly, it wants to 
see if changes in investigative and trial 
procedures and in rules of evidence result 
in more charges against, and convictions 
of, fraudsters before tampering with the 
jury system. The government is also pro- 
posing to strengthen the London police 
force (1,400 more men over the next four 
years) and to allow officers to serve 
longer terms on the fraud squad, instead 
of moving them to new pastures after 
three or four years. 

There are two glaring omissions from 
the proposed legislation. First, there is no 
literacy or numeracy test for potential 
jurors. The Home Office says this would 
be elitist; but it hopes that clerks to the 
court will be able, under existing legisla- 
tion, to winkle out those jurors who read, 
speak or understand English with 
difficulty. 

Second, convicted fraudsters will still 
be able to enjoy their ill-gotten gains once 
they are out of prison. Under the Drug 
Trafficking Offences Act, drug pedlars 
can have all their assets frozen and seized 
by the courts unless they can prove they 
were acquired legitimately and with clean 
money. Why not the same law for fraud- 
sters? The Home Office says that this is 
not ruled out altogether, but the law 
depriving drug dealers of the proceeds of 
crime only got through Parliament after 
much humming and hawing. Members of 
Parliament might not swallow it for 
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Trustee Stagging Bank 


The Trustee Savings Bank (Tsp) has 
bought the friendship of 1.3m customers 
and employees and 1.8m other (mostly 
individual) investors who will all have 
the chance to profit by selling newly- 
acquired TSB shares when trading opens 
on October 10th. At an estimated adver- 
tising and underwriting cost of an outra- 
geous £86m ($120m) for the bank’s flota- 
tion, it may have lured new depositors. 
But it has disappointed nearly 2m peo- 
ple, whose applications were randomly 
rejected to get the numbers down. It has 


also irked institutional investors, who’ 


are used to applying for (and receiving) 
millions of new-issue shares. None was 
allotted more than 10,000 TsB shares. 

The snubbing of the institutions could 
prove costly. Their behaviour will influ- 
ence TSB’s share price when trading be- 
gins. Many institutions may shun the 
shares because of pique or may be loth to 
buy in the first froth of trading. In late 
September, back-street brokers were of- 
fering a 100% premium over the 50p 
partly-paid value for rights to shares. 
They could open at around 70-80p. 

Some'people are hinting that the TsB’s 
prejudice against institutional investors 
may damage its relations with the City in 
the longer term, but its money will talk 
for it. The issue gives the bank £650m to 
spend this year and the same in 1987. 
Apart from £300m earmarked for new 
and old branches and computers, most 
must go on acquiring companies, the 
majority of whose shares are held by 
London institutional investors. 

Successful applicants for TSB shares 
can still expect a capital gain, though a 
less fat one than once seemed likely. 
Lazard guesses around Im of the 3.1m 
shareholders may sell quickly, and the 
register will settle at around 2m. So was 
the issue underpriced? It was seven times 
oversubscribed, but the bank is a pecu- 
liar creature. Whatever price had been 
set, TSB.was, in effect, giving away its 
£900m in net assets to the new share- 
holders because nobody legally owned 
the bank. A better guide is to compare 
TSB to similar retail banks with no foreign 
debt—eg, the Scottish banks. The issue 
price of 100p makes it cheap, but only 
slightly, by this yardstick. 

What lessons does TSB hold for British 
Gas, Britain’s huge gas monopoly that is 
due to be privatised in November? First, 
that the logistics of such a big issue are 

harder than most realise. TSB contracted 
with six high-street banks to receive and 
process 2.9m applications. It bent their 


fraudsters. 

It would be a pity to jeopardise the new 
law because of the omissions. The present 
system is inadequate. Crooks seldom 
wind up in the dock thanks to an antiquat- 
ed legal system, overworked police and 
the complexity of their crimes, hey 
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arms to raise that to 3.2m, but the banks 
could not handle, within the fortnight 
between the closing date and opening of 
trading, the 5m forms that came in—one 
reason why half the public applications 
were rejected. Cashing their cheques 
and refunding money would have cost 
further time and money. British Gas 
could lure more applicants (it will guar- 
antee £250-worth of shares to each of its 
16m customers), so the processing time 
for its issue may be far longer. 

The second lesson is that aiming for 


wide share ownership is a costly and, in 


Alright for some 


the longer term not necessarily success- 
ful, business. Lazard says TSB could have 
been placed with institutional investors 
with a fifth of the effort. The institutions 
know the British Gas issue can. succeed 
only ‘with. their supports: With TSB in 
mind, they will drive a hard bargain for 
sub-underwriting fees and share alloca- 
tion. Since British Gas does not have 
assets to give away, its pricing will be far 
more difficult. Ifthe issue is to'meet the 
British government's aim of wider share 

Ownership, it will have to.be priced at a 
useful discount to expected market val- 
ue, even after rebates on gas bills. Persis- 
tent discounting creates a false idea of 
stockmarket investment in the minds of 
the public. In a bear market, many of 
them will cut and run. Or lose their 
savings. 





The government’s proposals redress 
the balance—-and at what could be a 
bargain price. The Home Office reckons 
that the changes, including the up-and- 
running SFO, would cost. no more than 
£10m a year. Or, put another way, rough- 
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“Mexico 


Size of relief 


WASHINGTON, £ 


More was at stake during the tense Mex 
can debt negotiations in the margins < 
the annual meetings of the IMF and Worl 
Bank than the fate of a single country 
The $6 billion-plus agreement in principi 
that Mexico and its main commerci: 
creditor banks pulled together at th 
thirteenth hour on September 30th ne 
only saved the other half of its $12 billio 
IMF-approved new-money programme fc 
1986-87 from collapsing. It also cleare 
the way for talks with other big debtc 
countries; it introduced two innovation: 
and it gave America’s treasury secretary 
Mr James Baker, a boost at a time 

his year-old pian for borrowers and I 
ers to expand their way out of det 
appeared to be flagging. 

The tentative agreement stretches ov 
$43.7 billion of previously reschedule 
debt to 20 years, seven of them interes! 
free. It extends just under $6 billion i 
new money, to be repaid over 12 year 
with five years’ grace (the other half o 
the total $12 billion comes from govern 
ments and the IMF). Mexico. will pay th 
banks 13/16ths of a percentage point ove 
the London Interbank Offered Rate (L 
BOR, the interest rate banks charge eac) 
.other) on both lots as well as on $8: 
billion lent in 1983-84. This compare 
with a 1§ percentage points averag 
spread on Mexico’s debt now. 

Two innovations saved the Mexica: 
talks from being just another reschedul 
ing round. Banks have agreed to provid 
a further credit of up to $1.2 billio 
public and private-sector iavestme A 
the price of oil falls below $9 a barrel 
three months, and up to $500m if Mexic: 
fails to meet its growth targets.: Th 
World Bank is to co-finance this growt! 
fund as well as $1 billion of the straight $ 
billion of new money. It will guarante: 
repayment of half of each co-finance 
chunk, or $750m in all. 

Reassuringly, both sides grumble abou 
the terms. Mexico gave up most on inter 
est rates. The banks accepted a scaled 
down contingent commitment and less o 
it was earmarked for on-lending to specif 
ic sectors than they wanted. Mexico wa 
happiest about the contingency credits 
the banks happiest that the World Ban! 
agreed to take.a slice. 

The participants owe a lot to thre 
men. To the ingenuity and persistence o 
Mr Jacques de Larosiére, the departin; 
managing director. of. the IMF whi 
dreamed up. the ‘contingency. credits iy 
July and pushed them: through in Septem 
ber by Threatening to let the Fund’ 














A sour cocktail for metal magnates 
On October 6th, metal market notables arrive in London for their annual 


: London Metal Exchange week. This usually involves thousands. 
of metaimen. (and some metalwomen) wheeling ano dealing, having an 


enormous dinner, then leaving slight! 
shape of contracts for the year ahead. 
uncertain 


Prices and practices on London's mar- 
kets have rarely been in such poor shape. 
Sellers from Argentina to Zimbabwe and 
every producing country in between will 
neurotically try to convince each other 
during LME week that recent signs of a 
. tecovery in commodity prices are the 

‘start of something big. Buyers from the 
world’s steel, car and other metal-bash- 
ing businesses are anxious to find ‘out 
hether the LME can again become a 









e largest orders. 
The tin mess is remembered. The 
collapse, in October 1985, of the interna- 
tional governmental pact to support tin 
prices left debts of up to $500m among 
brokers on the LME, and lots of pending 
court. cases. Shearson Lehman, an 
American investment bank big in com- 
modities, suffered losses of close to 
$60m. It plans to take at least two other 
‘houses on the exchange—J. H. Rayner 
and Maclaine Watson—to court, along 
with the LME as a body and LME board 
members individually. Such cases could 
dragon for years. 

consequences for trading in Lon- 
don are visible on the LME floor, Visitors 
no longer see the frenzied activity typical 
of commodity markets elsewhere. Trad- 
ers are warty of dealing with colleagues 
who might end up on the opposite side of 
a court action. Often they simply sit in 
- the exchange ring and do nothing, pre- 
pers to deal with chosen partners 







yutside market hours. Consumer and 
oducer clients say they are concentrat- 
ing their business among the few larger 
brokers. Seven firms have left the ex- 
change since the tin.mess. Gill & Duffus 
is the latest; many more will follow. 
LME Officials want to change the mar- 
ket to revitalise trading activity. But they 
move slowly and their proposals, so far, 
- Jack imagination. Under pressure, they 
¿will bring in a clearing house to handle 
settlements. They might even introduce 
traded options. But those who deal on 
the market hope to hear something more 
original and provocative in speeches 
from LME old-timers like Mr Jacques 
Lion and Mr Michael Brown. Tradition 
has it that the more than 1,000 people 
who attend the week’s main dinner trade 
bets on the length of after-dinner speech- 
es. This year many punters will be more 
interested in what people say than how 
long they take to say it: 
Big American investment houses in 
particular. want to hear -proposals on 
electronic trading, about using all-day 






y goag 


ourishing exchange capable of handling. 


trading pits like: New York's, and about 


t with some idea of the 
is year, though, the menu is more 


allowing “locals” in London—individ- 
uals.who can trade on their own-account. 
They also want London to offer some 
encouragement to pushy young traders 
who. want to make their fortunes. Ap- 
plause could follow any mention of a 
proposal by Price Waterhouse, an ac- 
countancy firm, that all LME officials 
resign and chance their luck in elections, 
This. has recently been delivered to the 
LME board. The message is that old 
fogeys must make way for young turks 
(of all ages), 

Newcomers on the exchange might be 
able to change the contract. currency 
from sterling into dollars, to match con- 
tract grades to those demanded by trad- 
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ers and to chip away at the stigma left by 
tin. Such changes could help. attract 
American. companies like Dean Witter 
and Merrill Lynch and the rich investors 
they serve. But whatever procedural 
reforms it makes, the market cannot 
really recover so long as metal prices 
remain so boringly flat. - 


Testing metais’ mettle 

So talk at LME-week luncheons, dinners 
and cocktail parties will turn to the 
meaning of the nervous upturn in some 
prices on the exchange so far this year. 
Are firmer prices a sign that demand 
from manufacturing industry is picking 
up? Or are the rises caused by short-term 
disruptions? 

Individually, metal markets do not 
look promising. Copper consumption 
seems set to decline by 2% during this 
year, while mine production is rising. 
Shearson Lehman predicts that copper 
prices will stay in their present uninspir- 
ing 60-65 cents a lb range for the next 
three years. 

Aluminium prices have risen by nearly 





. 9% this year, but mainly because of a 


lack of liquidity on the exchange. Marc ` 
Rich, the trading house that helped Ma- 
laysia bend the tin market and is famous 
for a tax case in America, is dominating 
aluminium by holding nearly all metal 
for immediate delivery, bought up quiet- 
ly off the exchange floor in the informal 
options market. Aluminium stocks held 
in LME warehouses amount to 125,000 


‘tonnes, and some reckon Marc Rich 


holds 100,000 tonnes of that. Mare Rich 
could not, though, have moved the 
prices if the physical market (the premi- 
um market for actual metal, not paper 
commitments) had been weak. 

The lead market is dull. The slight rise 
in prices this year, from 16-17 cents a Ib 
to around 18-19 cents now, can be put 
down to a few strikes at some of the. 
world’s. bigger, mines in Australia. De- 
mand is static; supply plentiful. 

Zinc has recently proved the most 
volatile of LME commodities. Last year, 
the price nearly halved in six months. 
This year, it has increased from 30 to 40 
cents a Ib, mainly because of a prolonged 
strike at Canada's Noranda. But analysts 
think a sudden fall is possible if the strike 
ends, Consumption is static. 

Yet the outlook for metals is not as 
glum. as these individual assessments 
suggest, for two main reasons. First, 
because of the way low prices have 
curtailed exploration for base minerals. 
Almost 75% of exploration in the big 
mining areas of Australia, Canada and 
the United States is concentrated on 
gold. ‘The base metal business is friend- 
less. In ten years’ time, the resulting 
shortage ‘could give the LME a massive 
boost. 

Second, most consumers of metals 
have run down stocks to minimal levels 
because of the expensive carrying costs 
imposed by high real interest rates and 
because new computer systems allow 
stocks to be better controlled. This has 
snowballed: falling commiodity prices di- 
rectly lower inflation’ figures, which 
makes interest rates higher in real terms, 
which. depresses stocks, and so- on. 
American aluminium producers say 
prices would be 35% higher if only their 
customers would react in the traditional 
way to current stock levels. Many con- 
sumers have converted to the “just in 
time” method of purchasing. 

A fall in real interest rates could 
reverse stocking policies and spur com- 
modity pricés—as well as boosting eco- 
nomic growth and thus real demand. The 
consequent excitement in the market 
would help bring in American houses 
anxious to get in ona good thing. So the 
LME is fot yet beyond hope, though its 
officials could do much to improve its 
chances of recovery by embracing rather 
than resisting changes that deepen and 
broaden its markets, 
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Simon says... 









Mr William Simon, who has built a 
business empire worth $1 billion since he 
stepped down as treasury secretary in the 
Ford administration, wants to create a 
financial network to span the Pacific rim. 
As a first step, he is acquiring the 
Honolulu Federal Savings and Loan As- 
sociation in partnership with Mr Preston 
Martin, who was until recently vice- 
chairman of the Federal Reserve Board, 
and other investors. Mr Simon’s group 
will put up $17m-20m in cash, while 
Salomon Brothers, another of Mr Si- 
mon’s old employers, will raise $40m 
with a private debenture offering. The 
thrift, which has $1.6 billion in asse’s, 
was going cheap because it is in deep 
trouble. 

The investment group, which also in- 
cludes Mr Gerald Parsky (a Los Angeles 
lawyer formerly in the Treasury under 
Mr Simon), Mr Larry Thrall (a Califor- 
nian property developer), and Mr Roy 
Doumani (chairman of the World Trade 
Bancorp), has placed bids for two other 
thrifts in the hands of the Federal Sav- 
ings and Loan Insurance Corporation. It 
has also sent letters of understanding for 
the purchase of three more savings 






lS 


More dollars Bill 


agreed $1.6 billion standby credit lapse. 
To the power-broking skills of the Feder- 
al Reserve Board's Mr Paul Volcker, who 
banged top heads together in two ses- 
sions. To the sleepless stamina of Citi- 
corp’s Mr William Rhodes, who co- 
chaired the bank advisory group. These 
13 main banks will be given until the end 
of October to sell the package to Mexico’s 
other 500 bank creditors. 

Other debtors are honing their tactics. 
Argentina (with total external debt of $50 
billion compared with Mexico’s $98 bil- 
lion) hopes to agree with the Fund about 
a new economic programme in Novem- 
ber, and then to start formal talks with 
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institutions. 

The acquisition of savings banks is 
only part of Mr Simon's ambition to be a 
biggish fish in the Pacific. Mr Simon, Mr 
Parsky, Mr Thrall and Mr Doumani are 
also investing $7.1m to buy more than 
50% of the World Trade Bank in Los 
Angeles from Mr Doumani’s holding 
company. World Trade’s merchant 
banking subsidiary, Pacific Partners, is in 
the midst of arranging “affiliations and 
amalgamations” with several prominent 
financial and trading firms throughout 
South-East Asia, according to Mr Si- 
mon. It has brought in Mr Glenn Sakai, 
formerly a director at the New York 
office of C. Itoh, one of Japan’s biggest 
trading houses. 

Mr Simon is trendy in dismissing Eu- 
rope and eulogising California and Asia. 
He is especially optimistic about the 
value of property in the region. Honolu- 
lu Federal has lots of real estate ready for 
development. 

Still restless, combative and intense at 
58, Mr Simon has pulled back from an 
active role at Wesray, his private mer- 
chant bank on the east coast, though he 
remains chairman. In the past five years, 
Mr Simon and his chief partner, Mr 
Raymond Chambers, have together 
bought 21 companies ranging from the 
tiny Long Island Oyster Farms to Avis, 
the giant car-hire company, and have 
made fortunes through five public 
offerings. 

Mr Chambers wanted Wesray to es- 
tablish a leveraged-buyout fund. Mr Si- 
mon disagreed because of potential li- 
abilities to outside investors, and 
because of his eagerness to focus on 
investment opportunities independent of 
Wesray. “Bill had philosophical reserva- 
tions,” says Mr Frank Richardson, Wes- 
ray’s executive vice-president. “We did 
not really need the money, and we killed 
the fund.” Mr Simon’s judgment is hard 
to fault. He is building a fortune far 
greater than the $4m he had and then 
froze in a blind trust when he joined the 
Treasury in 1973. 













































banks on rescheduling and new money. 
Two priorities, according to Argentina’s 
finance minister, Mr Mario Brodersohn, 
are cutting interest spreads from their 
present 1.6% level and getting a contin- 
gency facility pegged to the falling prices 
of the country’s main agricultural ex- 
ports. Argentina had hoped Mexico could 
drive a harder bargain on interest rates. 
Brazil (with $104 billion in external 
debt) says it does not need new money. It 
will nonetheless test the water by asking 
the markets for voluntary credit some 
time next year, according to Mr Dilson 
Funaro, its finance minister. Brazil must 
first sort out its disputed trade-finance 
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Into the 1990s 


Mexico's external debt 
Estimated shares 
Total 1985: $97bn Bank debt 75% 
of which: 
United States $24 bn 


Other banks $10 bn 
Other debt 25% 
1986 agreement in principle, $bn, bank debt: 


restructured*— 1983-84 new money 
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œ> New maturity dates 
* Maturity extended by six years 


arrears with the Paris Club of developed- 
country governments and arrange a 
multi-year rescheduling of its commercial 
bank debt. Brazil wants to limit debt 
servicing (ie, interest and repayments) to 
2.3-2.5% of its $250 billion gross domestic 
product next year, down from 3.8% of it 
this year. Brazil reports (optimistically?) 
that both lots of creditors are willing to 
accept an IMF certificate of good econom- 
ic behaviour, rather than to insist on 
stronger surveillance by the Fund or a 
standby facility. 

The mood of both debtors and credi- 
tors is changing. Talk of domino effects 
and debtor cartels has given way during 
the past year to talk about case-by-case 
returns to creditworthiness. This may n 
last, if Argentina’s and Brazil’s econon 
programmes fail, or if the social dis! 
tions they cause grow too explosive. For 
now, the Mexican agreement, tentative 
though it is, has reinforced confidence in 
the world’s financial system. So should 
another, less-heralded event. Uruguay is 
set to sign a co-financing deal totalling 
$90m (half from the World Bank, half 
from commercial banks). Voluntary loans 
to Latin American borrowers have been 
almost unheard of since the debt crisis 
broke in Mexico in August 1982. 


American mortgages 


A farewell to ARMs 


NEW YORK 


Fixed-interest-rate mortgages are back in 
fashion in America. The proportion of 
new housing loans that bear adjustable 
rates has dwindled from almost 70% in 
late 1984 to 20-25% in recent months as 
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DIY shares 


Shortage of new stock is one reason 
quoted for the Tokyo stockmarket’s rise 
and rise. Has a criminal gang tried to 
overcome the problem by printing its 
own? The Tokyo police have arrested a 
broker at an undisclosed securities house 
in connection with the sale of allegedly 
bogus share certificates. They say that 
they are also looking for a money broker 
and a printer, whom they suspect were 
accomplices and both of whom went to 
ground after the arrest. 

The case came to light in late Septem- 
ber after the broker sold what purported 
to be 42 1,000-share lots of the stock of 
Sankyo Seiko, an Osaka textile-sales 
company that was once an agent for 
Lacoste sportswear, to a Tokyo branch 
pf a securities house for Y20m 
($130,700). The stock turned out to be 
bogus. Police suspect that some ¥100m- 
worth of counterfeit share certificates 
may already have been passed. 

This is the first fake-share scandal to 
- break this year, but forgeries are no 
novelty in the Tokyo stockmarket. In 
1985, four cases were uncovered. The 
largest was a Y320m swindle that in- 
| volved shares in Kyocera, a maker 
(among other things) of false teeth. 














































































American homebuyers rush to lock into 
low fixed-interest loans. That proportion 
could fall further as more borrowers, 
expecting interest rates to rise, refinance 
their mortgages. This horrities some in 
the mortgage business. They fear a repeat 
of 1980, when a steep rise in interest rates 
toppled hundreds of savings and loan 
associations (S&Ls). 

Adjustable-rate mortgages (ARMs), 
long standard in Europe and Canada, are 
a fairly new arrival in America, Federally- 
chartered s&Ls were barred from making 
‘them until 1981. When interest rates 
soared in the three years to late 1981, the 
s&Ls, saddled with low fixed-rate mort- 
gages, found themselves paying more for 
their (floating-rate) short-term funds than 
they were earning from their (fixed-rate) 
long-term loans. As a result, almost a 
quarter of the 4,000 s&Ls that existed in 
1980-have since failed or gone into shot- 
p to a third of the 









Floating out of fashion — 
US adjustable-rate 70 


mortgages as% of 
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survivors are on the verge of insolvency. 

During the past few years, S&Ls have 
tried to shield themselves against future 
interest-rate movements by giving more 
adjustable-rate mortgages. These transfer 
the risk of interest-rate swings from lend- 
er to borrower. At first, homebuyers 
were as eager as lenders to switch to 
ARMs—partly because initial. interest 
rates are typically lower (currently by 150 
basis points) than those available on 
fixed-rate loans; partly because promo- 
tional discounts lured customers. The 
share of ARMs jumped from practically 
nothing in 1981 to almost 70% in 1984. 

Since then, the attraction of ARMs to 
homebuyers has waned as interest rates 
have slid. The lower interest rates drop 
now, the more likely it is that the next 
adjustment will be up. And Americans 
like the certainty and ease of financial 
planning that fixed-rate mortgages pro- 
vide. So they are demanding them again. 
Competition between thrifts is so intense 
that S&Ls are again providing fixed-rate 
housing loans, despite the horrors of 
1978-81. They seek solace in the thought 
that, initially at least, they are more 
profitable than ARMs because interest 
rates on fixed mortgages begin 1} percent- 
age points higher. 

Thrifts are seeking ways to protect 
themselves from another 1980. To make 
ARMs more attractive, they have intro- 
duced all sorts of tricks, such. as limiting 
the size and frequency of interest-rate 
adjustments. The typical American ARM 
is adjusted only once a year and by a 
maximum of two percentage points each 
time. The snag for the lender is that this 
makes the ARM less sensitive to the cost of 
money and so fails to protect the lender 
fully against interest-rate fluctuations. 

A second line of insurance against 
interest-rate changes is the expansion of 
the secondary market for mortgages. In 
this “securitisation”, lenders package 
mortgages together to sell them to an 
investment house or to such government- 


sponsored agencies as Ginnie Mae (the 
Government National Mortgage Associa- 
tion) and Fannie Mae (the Federal Na- 
tional Mortgage Association). This re- 
lieves the original lender of the 
interest-rate risk. In 1980, $20 billion of 
mortgage-backed securities were sold; by 
1985, almost $150 billion, roughly two- 
thirds of new mortgages. 

The mortgage business is therefore 
much less vulnerable to a sharp increase 
in interest rates than it was a few years 
ago. But not everybody in the business is 
wiser. Some thrifts, with longer memories 
than the rest, are selling all their fixed 
interest-rate loans to institutional inves- 
tors; but others, tempted by the fatter 
margins on fixed-rate loans, are holding 
on to them. For them, prosperity today 
could mean insolvency tomorrow. 


Hongkong shipping 


A Chinese rescue 
for Chao’s china? 


HONGKONG 


The lot of the Hongkong Chinese ship- 
ping family is not a happy one. The latest 
sad tale is of the founder of the Wah 
Kwong shipping empire, the 75-year-old 
Mti T. Y. Chao. He recently approached 
the Hongkong office of Sotheby's to ar- 
range the sale of his collection of Chinese 
antiques, jade and porcelain. The collec- 
tion, lovingly assembled over four de- 
cades, could fetch as much as $10m-12m. 
What hopes are there that Chinese help 
for this family shipping business may yet 
make the sale of Mr Chao’s china 
unnecessary? 
After the expiration of two interim 
agreements to sustain Wah Kwong 
through nine months of negotiations over 
a long-term restructuring of its $850m in 
outstanding debt, the firm has still to. 
regain its composure. Hard times in ship- 
ping have already driven the Wheelock 
Marden company into the hands of Sir Y. 
K. Pao, a celebrated banker and shipper, 
and have seen the Tung family’s shipping 
group rescued only through the goodwill 
of the government of mainland China. : 
Wah Kwong is running out of time. 


Payments from charters are being held by 


its bankers, and the company is running: 
on its reserves. 

The best hope for Wah Kwong lies 
across the border. In late September, the: 
Peking-based China International Trust 
and Investment Corporation signed a let- 
ter of intent to form a shipowning and 
maritime-transport joint venture with 
Wah Kwong. CITIC is a growing rival to 
the mainland's Bank of China for mer- 
chant banking and: other financial busi- 

















ness overseas. Itis well placed to secure 
Chinese ‘import-and-export ‘cargo busi- 
ness for-Mr Chao’s:shipping group, and 
its investment could help: complete the 
new Wah Kwong ships that are under 
construction. 

CITICs decision confirms China’s grow- 
ing interest in dominating regional ship- 
ping, as well as sustaining confidence in 
Hongkong. As recently as March, Mr 
Henry Fok, a Hongkong businessman 
and citric director, acted as intermediary 
for funnelling $120m of mainland money 
into the Tung group, despite Tung’s close 







Just when Fiat’s patrician. chairman, Mr 
Gianni Agnelli, had achieved a double 
coup by doubling the firm's half-yearly 
profits and by helping Colonel Qaddafi’s 
government offload its 15.2% stake in 
Fiat, the placing on the Euromarkets of 
$2.09 billion of the Libyan shares went 
wrong. The issue’s underwriting banks 
are left with about 60% of the shares on 
their books, while Fiat’s share price has 
slithered downhill. Some underwriters 
reckon they have already collectively 
suffered a potential loss of $75m. 

The Libyan chunk of Fiat securities 
sold on September 23rd was a complicat- 
ed mix of ordinary, preference and sav- 
ings shares. Mr Agnelli undertook to buy 
a third of the shares, which would leave 
his family’s concerns holding 41% of 
Fiat’s entire equity. The remaining two- 
thirds was bought by Mediobanca and 
Deutsche Bank Capital Markets (DBCM), 
a subsidiary of West Germany’s largest 
bank, which then arranged the largest- 
ever Euro-equity issue. 

Euro-equity issues involve the distri- 
bution of shares by international syndi- 
cates of banks, along the lines of a 
Eurobond issue. In contrast to a conven- 
tional offering of shares on a domestic 
stock exchange, Euro-equity provides 
the issuing company with an internation- 

` ablinvestor base. 

The Fiat deal is the first big Euro- 
equity. deal to have caused big losses for 
underwriting banks. The fees on a Euro- 
equity offering are typically between 3% 
and 5% of the deal. That compares with 
a fraction of 1% on most Eurobond 
issues. The banks justify the high fees on 
Euro-equity placings by citing the higher 
risks in the volatile equity markets. Fiat 
suggests that is not altogether fanciful. 
One week after DBCM launched the deal, 
the price of the ordinary shares had 
fallen to $10.25, against an issue price of 
$11.28—a drop of 9%. Any bank selling 
shares on that day faced a net loss of 5%, 
as the fees were worth only 4%. Why the 
disaster? 

Before the sale, investors on the Milan 
stock exchange had bought shares on the 
assumption that Libya would cash in its 
initial’ $400m investment in Fiat and the 
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business Taiwan. 


Wah Kwong has given no details of 
CiTIc's letter. of intent, but it is under- 


stood that the deal with China will not be 
hardened up until all 46 creditors reach 
agreement in their debt restructuring ne- 
gotiations. Some creditors are worried 
that, apart from any political motives, the 
CITIC initiative is an attempt to put pres- 
sure on them to approve a restructuring 
deal that is not in their interests. Chase 
Manhattan, which is owed $30m, is being 
especially difficult. It has arrested three 
ships and, this week, filed lawsuits against 
















































Fiat in a Euro-equity fix 


company would then join America’s star 
wars programme. This drove Fiat shares 
up to'a record 16,600 lire. 

When DBCM launched the Euro-equity 
deal with the ordinary shares at $11.28 
(16,000 lire), a 3.75% discount to the 
Milan price, the Italian market was 
shocked. Those swift enough to spot the 
chance of arbitrage—profiting from dis- 
crepancies between the share price in 
two markets—dumped their lira-denom- 
inated Fiat shares in Milan and bought 
into equivalent dollar-denominated 
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shares in the Euromarket. These arbitra- 
geurs triggered a slide in the price of the 
domestic shares, which then dragged 
down the international shares. 

DBCM. should take some of the blame. 

The day before launching the Euro- 
equity issue, it began to sell the shares, 
without telling the banks that it was 
inviting to be co-lead managers. The 
underwriters were not amused to discov- 
er that DBCM had got a head start, Daiwa 
Securities, for example, found that some 
of its regular clients in Japan had bought 
Fiat from. Deutsche Bank. 
DECM gave out little information about 
the issue to underwriters. and therefore 
to investors. For the first week, nobody 
was sure whether investors: would re- 
ceive normal Fiat shares ör global certifi- 




























‘shares are not the same as bonds. 


the Chao family. o 

Efforts to round up the 21 Japanese 
creditors, who are owed some 40% of the 
group’s outstanding $850m debt, look 
more promising. About a quarter of the 
Japanese loans are unsecured, and the 
rest under-secured by as much as. 50%. In 
an appeal in Tokyo on September 25th, 
Mr Chao reminded Japanese creditors 
that the Wah Kwong company had 
bought more than 100 Japanese-made 
vessels in the past 20 years. The elder 
Chao would like to return to dusting his 
china in peace. 





cates representing ownership of them. 
This mattered, for if investors were to 
receive only global certificates—and 
Deutsche Bank hinted they would—the 
liquidity of the Euro-issue could be 
threatened. This is because of a Milan 
rule which prohibits the sale of shares 
either if they are not yet owned, or if 
they are physically held: outside Italy. 
The Euro-shares, in the form of “global 
certificates” would therefore not be im- 
mediately convertible into ordinary Fiat 
shares in Milan. As trading in Euro- 
equities has nearly always focused on the 
home stockmarket, investors feared that 
if the Euro-issue was cut off from Milan 
it would lack liquidity. 

Ironically, DBCM’s hints that it would 
deliver global certificates were intended 
to promote liquidity. For the. greatest 
obstacle to the development of a genuine 
secondary Euro-equity market—one 
with strong trading outside the country 
of origin—has been “flowback”’, the ten- 
dency for shares to gravitate back to 
their home market. In trying to cut the 
Fiat Euro-equities off from Milan, DBCM 
hoped that a parallel Euro-Fiat market 
would develop. It didn’t. A week. into 
the deal DBCM said it would supply nor- 
mal shares. 

Is the Eurobond-style deal, with sever- 
al underwriters competing to sell the 
securities, the best way to sell an equity 
issue as large as Fiat's? The underwriting 
risks are larger for equities, because of 
market volatility. And it takes longer to 
sell them, since investors maywant to 
learn more about the company they buy. 
Delay increases the risks for an under- 
writer who has taken shares at a fixed 
price. Co-operation among underwriters 
could reduce risks. Already, in some 
deals, they sell into segmented geo- 
graphical zones rather than compete. 

The next time a company wants to 
raise $2 billion of Euro-equity, it might 
consider using a more old-fashioned 
method, such as building up a large 
syndicate of underwriters and then fixing 
the price in line with market conditions 
shortly before sales begin. Though the 
company would lose speed and a fine 
price, it could gain a wider and less 
speculative distribution of its shares. Fiat 
has taught the Euro-equity market that 
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The waves inside the sun 


The sun needs looking into. The shining 
surface is pleasant enough, but scientists 
need to see the interior it hides to under- 
tand what is really going on. One way of 
ing that is to listen rather than look. 
öunds generally go straight from A to 
B,and-do not dilly dally on the way. But 
the waves of pressure that make up 
sounds are sensitive to the medium that 
carries them, especially to its tempera- 
ture. This means that as a sound moves 
across a difference in temperature, some 
parts of the wave move faster than 
others, resulting in a change in 
direction. Such effects can be used 
to study inaccessible places, like 
the middles of furnaces, the earth’s 
crust, the upper atmosphere—and 
“now the heart of the sun. 

The sun, like anywhere where a 
lot is going on, is a noisy place. The 
noise cannot escape into the vacu- 
um of space, where there is no 
medium to carry the pressure 
waves. So it keeps going back and 
forth inside the sun, bouncing off 

p: surface and twisting around 







because. of differences in tempera- 
ture. Some of the sound waves 
cancel each other out. Others re- 
inforce each other, creating stand- 
ing waves of sound, like those in a 
bell, that ring around the sun. 
These standing waves can be de=- - 
tected by measuring the vertical 
movements of the surface as the 
sound bounces off it from inside. 

Different wavelengths of sound give 
information about different depths, Short 
wavelengths get bent back to the surface 
quickly; longer ones probe deeper. By 
sorting out the patterns made on the 
surface by millions of such “modes” of 
sound, the speed of sound and tempera- 
ture at great depths can be calculated. 
This is helioseismology, a science with a 
short but successful past and on the brink 
of a fascinating future. 

Most of the information gathered fits 
well with prevailing theories about the 
sun's insides: eg, the ratio of hydrogen to 
< helium predicted by theories. about their 
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abundance in the rest of the universe 
matches the ratio calculated from the 
speed of sound inside the sun. But dis- 
crepancies have also emerged. 

The biggest surprise so far comes from 
the variation in the sun’s spin at different 


: depths. Astronomers believe that young 


stars usually spin faster than their elders. 
From looking at, the sun, the mechanism 
they favoured for putting on the brakes as 
stars grow older was an interaction be- 
tween the charged particles blown off the 





solar surface and the star's magnetic 
field—implying that the spin is slowest at 
the surface and greater inside. Measuring 
the rate at which patterns move across the 
face of the sun has shown that the core 
does, indeed, spin fast, and the surface 
slower, But the region between the two 
spins slower still. 

An explanation for this anomaly has 
come fom Dr Douglas Gough of Cam- 
bridge University, in terms of hitherto 
unexpected movement deep in the sun. If 
some hot matter from the core is moving 
gently outwards, it will spin more slowly 
as it-goes, in the same way asa skater’s 








extending arms slow a pirouette. This 
movement could explain the finding that 
the temperature in the “slow” region is a 
bit higher than theory predicts. 

An outward movement would imply an 
inward movement somewhere else, prob- 
ably at the poles (helioseismology has ‘so 
far stuck to the equatorial zones of the 
sun), The system would be unstable, and 
might well oscillate, with cycles of any- 
thing from 160 minutes—an oscillation 
some claim to have observed—to 22 
years, tying it in with the well document- 
ed, but poorly understood, cycle of 11 
years between peaks of sunspot activity. 
Whether this is so or not, the movement 
of material into and out of the centre 
would not only alter spin rates inside the 
sun, it would also change the temperature 
structure at its heart. 

The nuclear-fusion reactions in 
the core, which produce the sun's 
energy, also produce slippery little 
particles, called neutrinos. But an 
elaborate experiment to detect 
them has, since 1968, found only 
one-third as many as expected. 
Something was wrong either with 
the prevalent picture of neutrinos, 
or with the theories about the sun. 

Dr John Faulkner, of the Univer- 
sity of California at Santa Cruz, 
blamed prevailing theories about 
the sun. He noted that if the core 
was a trifle cooler, the special reac- 
tions that produce energetic neutri- 
nos—the only ones as yet detect- 
able on earth—would hardly take 
place. To keep the core at the right 
temperature for the observed neu- 
trino flux, he suggested some new 
particles that were kept in there by 
gravity. These would be too inef- 
fectual to interfere with the nuclear 
reactions, but content to transfer 
energy across the core from hotter to 
cooler regions: weakly interacting mas- 
sive particles (wiMPs). By measuring 
closely conditions at the core, helioseis- 
mology might be able to confirm the WIMP 
hypothesis, thus explaining more about 
the sun, giving particle physicists a new 
toy and pleasing Dr Faulkner. 


Unfortunately, it is at the core that the "© 


sound waves in the sun are least useful. 
Because it is so hot there, the sound 
waves pass through too quickly to be 
much affected. But good estimates can be 
made. by comparing pairs of sound modes 
that are close in frequency. The standard 
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explaining the cool core by a total homo- 
genisation of the sun’s interior, predicts 
13. The observed value is close to 9 
microhertz, but the observational error is 
about 1 microhertz. That rules out the 
thorough-mixing model, but the most 
that can be said about the other two is 
that wimps are in the lead by a short head. 

If sound waves were the whole story, 
that would be it. The sun has another 
kind of wave for study: internal gravity 
waves, caused by differences in density. 
These ‘‘g-modes" would be sensitive to 
conditions in the core and would make it 
easy to distinguish between the WIMPs 
and the standard model, and to seek the 
cooling currents of Dr Gough. 

Note the conditional. G-modes, so sen- 
sitive at the centre with its orderly density 
gradients, tend not to stray through the 
unstable outer reaches of the sun to the 
surface. When they get there, they have 
low volume and low frequencies, making 
them harder to detect than the acoustic 
waves, Argument rages about whether 
any g-modes have been found, though 
there are tantalising hints of one with a 
period of 29 minutes—just the sort of g- 
mode that wiMPists want. 

Certain identification of g-modes de- 
mands long-term, high-resolution obser- 
vations of the sun, impossible from any 
one observatory because of a technical 
hitch known as night. The solution is a 
team of dedicated observers in sunny 
places all around the world—a team 
known as the Global Oscillations Net- 
work Group (GONG). Data from GONG 
should be available in time to guide the 
final designs for the helioseismological 
instruments the European Space Agency 
plans to put into orbit on its SOHO satel- 
lite. So far, helioseismologists have 
proved better at thinking up acronyms 
than confirming theories. 


Aircraft cockpits 
ALLL SESTE ET ER 


Feeling good 


Pilots are being joined on the flight deck 
by more and more computers, and they 
do not like it. They worry that to control 
an aeroplane by electronic rather than 
mechanical devices removes the “feel” on 
which they rely for their quick and in- 
stinctive responses. Are they Luddites, or 
do they have a point? 

America’s Boeing and Europe’s Airbus 
consortium both have plans to computer- 
ise the cockpits of their airliners. The new 
Airbus A320 employs fly-by-wire, in which 
most remaining mechanical links from the 
pilot’s controls to the wings and tail-plane 
have been replaced by electrical wire. In 
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theory predicts a difference of 10 micro- 
hertz; the wimp theory 9. Another theory, . 








































































Airbus pilots do it with televisions 





the cockpit, the result is. striking. Six 
cathode-ray tubes resembling. televisions 
replace a clutter of instruments. Even the 
control column (the “steering wheel”) 
has gone, replaced by. stubby joysticks, 
known as side-stick controllers, at the 
side of each pilot. 

Boeing is going further, as Mr Richard 
Taylor, the company’s vice president of 
government technical liaison, has told a 
conference of the Royal Institute of Navi- 
gation in Britain. The Boeing 737, due out 
in the early 1990s, will use optical fibres in 
a system dubbed fly-by-light.. The compa- 
ny is also studying computers that re- 
spond to the pilot's voice, and flat-screen 
technology to replace television screens. 

It all saves weight and reduces mainte- 
nance, in turn making aeroplanes cheaper 
to run. Airlines like the idea. So-far, 12 of 
them have placed 134 firm. orders for 
A3208, while others are being persuaded 
by Boeing to wait for the 777 and its fuel- 
saving propellor engines... 

What about the pilots? More than 40 of 
them from the world’s main‘ airlines and 
regulatory bodies got a foretaste during a 
recent visit to Airbus headquarters at 
Tolouse in France. They tried out an 
airliner specially adapted with sidesticks 
to simulate fly-by-wire behaviour. The 
pilot moves the side-stick to indicate to 
the flight computers what he wants the 
aircraft to do. Digital electronic signals 
are sent by the computer to trigger hy- 
draulic jacks and operate the necéssary 
elevators or flaps. In the A320, fly-by-wire 
also controls the throttles. 

The computers read information about 
the behaviour of the aeroplane as it is fed 
from the sensors to the screens and dis- 
played tothe pilots. It means fly-by-wire 
¢an physically prevent a dangerous ma- 











noeuvre instead of just ringing alarm 

bells. This allows an aircraft to be flown 

safely up to its design limits, one reason 

that fly-by-wire is already: being exten- 

sively used in military aircraft. In an 

emergency, like the sudden downdraft 

known as “windshear” that brought down 

an L-1011 last year at Dallas-Fort: Worth 

airport, it could prove vital. Pulling back. 
the side-stick tells the computer ‘to pour’ 
on the power and raise the nose as far as 

possible without risk of a stall. If an 

engine fails, fly-by-wire also automatical- 

ly compensates on the rudder. 

In most conventional aeroplanes, the 
pilot’s movement of the controls is trans- 
mitted by cables and pulleys to the hy- 
draulic jacks or servos. An artificial 
“feel” is built in to provide pilots Y 
some sense of resistance in operating the 
controls, particularly when pushed to 
their limits. The captain’s and co-pilot's 
controls are also mechanically linked to- 
gether to provide “mutual feel’—which 
prevents them being moved in opposite 
directions. Lack of feel on the controls is 
the pilots’ main concern about flying by 
wire. They also worry that total electronic 
cockpits risk total electronic failures. 

Airbus has responded by building feel 
back into its design. It uses springs in the 
side-sticks to provide some resistance. 
Mutual feel proves more tricky. If both 
the captain and co-pilot move their side- 
sticks. in opposite directions, the fly-by- 
wire system cancels out each move. The 
pilot has to “feel” his companion doing 
something different from the way the 
aircraft refuses to respond. On a sugges- 
tion from the pilots, Airbus:has installed a 
button on each side-stick. If pressed. it 
overrules the other side-stick. 
_ To-ensure safety, Airbus relies on re- 




















Comprehensive 
General 
Management 
Programme. 
Spring 1987 for 10 weeks. 


se experienced managers who come to 
London from all over the world share a common 
purpose. They have been identified as having 
senior management potential in their enterprises, 
and require access to the full range of 
management skills and techniques to fulfil that 
promise. 

~ The London Programme covers financial, 
marketing, organisational, and planning skills in 
depth, but uniquely shows how they canbe 
effectively used together in the decision making 
process. Many of the men and women who have 
attended the forty two London Programmes that 
we have run now occupy senior positions in their 
organisations. Entry standards are high and there 
are a limited number of places available. For further 

etails fill in the coupon below or telephone or telex 
p: Programme Registrar, Geraldine Jackson. 
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COUPON. THEN FILL 
IN CHEQUES FROM 
A DEPOSIT ACCOUNT 
THAT PAYS OVER 
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Ifyou have sterling funds to invest, find out about the 
Sterling Money Account managed by offshore bankers, 
Tyndall & Co (Isle of Man) Ltd. 


You earn high interest (the result of Tyndall Group's 
muscle in the money market) and enjoy the convenience 
ofa cheque book for all normal banking services, including 
instant access to your funds, and payment of large bills 
(minimum cheque £250). The account can also be used for 
standing orders. 


Investrnent is in UK banks, local authorities and 
building societies. Interest is credited four times a year, with 
the interest itself earning interest to give you an even higher 
return (currently 9.71%). Post the coupon for details. 


* Rate at time of going to press, 


o To: Tyndall & Co. (Isle of Man) Ltd, Dept 
PO Box 62, Tyndall House, Kensington Rd, Douglas, 
Isle of Man, U.K. Tel: (0624) 29201. Telex: 628732. 

Please send me details of Tyndall Money 
Accounts. Sterling US Dollar 


| Name | 
| | 
| | 





Address 








Tyndall & Co. (Isle of Man) Ltd 
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dundancy. It sa y-wire system is 
duplicated at least five times with a total 
` of seven computers. Mechanical links are 

retained for controlling the. rudder and 
trimming the tail-plane, allowing direc- 
tional and pitch control in case anything 
still goes wrong. Most pilots have warmed 
a bit to the new cockpits. 


Gene switches 


A touching tale 


HARVARD UNIVERSITY 


The switches that are used to turn human 
genes on and off are still only dimly 
understood. Yet they are crucial in biolo- 
gy. Why does the ADs virus lie dormant? 
Because its genes are switched off. What 
is cancer? A series of “oncogenes” 
switched on in the wrong place. What are 
embryos? Lumps of cells that are differ- 
entiating by switching genes on and off, 

. The best known gene switch belongs to 
a virus that kills bacteria, called the 
lambda phage. In normal conditions, the 
phage hides its genes among those of the 
bacteria it has infected. When exposed to 
ultraviolet light these genes are switched 
on.and used to make more viruses. This 
switch is controlled by a protein called a 
repressor (which is broken by ultraviolet 
light). The repressor turns off almost all 
the virus’s genes, but turns on one gene 
that makes more repressor. Eventually 
this stops the reading. 

So genes are switched on and off by 
proteins that stick to the DNA. Professor 
Mark Ptashne at Harvard University be- 
lieves that two basic principles he and his 
colleagues have discovered in the lambda 
phage will apply to people as well. First, 
he finds that a switching protein fits the 
structure of genes without undoing the 
double helix of DNA. It slides its arms 
neatly into the grooves in the helix. Each 
controlling protein must recognise a dif- 
ferent sequence of DNA letters at the site 
where it attaches. 

Second, and more controversial, he 
thinks that switching proteins work by 
touching each other. In other words, an 
on-switch consists of a protein that atta- 
ches to the DNA and also attaches to the 
‘protein that transcribes DNA. This makes 
the transcribing protein attach to the DNA 
and begin its work. Dr Ptashne’s difficulty 
has been to explain how the sites where 

“the two proteins attach can be so far 

apart. The DNA sequence to which the 
‘controlling protein attaches need not be 
adjacent to the sequence to which the 
transcribing protein attaches. 

Those seeking to offer an explanation 
for how .this happens are characterised 
variously by Dr Ptashne as the twisters, 
sliders, oozers and loopers. 
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cently discovered, and some thought it 
was evidence for this unravelling. 

@ The sliders think the controlling pro- 
tein slides down to the start of the gene. 
@ The oozers think that it starts a chain 
reaction of protein construction that 
reaches all the way to the beginning of the 
gene sequence. 

@ The loopers, who include Dr Ptashne, 
think that the controlling protein, when 
bound to the DNA, causes it to bend until 


the two sequences are next to each other, < 


The chemists told Dr Ptashne that DNA 
cannot bend. But it does. By a number of 
experiments, including direct photogra- 
phy. of the DNA while the proteins are 
attached, Dr Ptashne has now proved that 
the helix can bend like a spring and bring 
the two proteins into touching distance. 


Flood controls 


One up on Noah 


Engineers love models, preferably big 
ones. In Britain, they are deliberately 
causing a 60-yard artificial watercourse to 
overflow its banks while lasers scan the 
floods. In Holland, they are flooding an 
old coal mine to simulate conditions on 
the bottom of the North Sea. 

The flood channel is at Hydraulics 
Research in Wallingford (the govern- 





When things go wrong 


-> recently privatised). It was commissione 









ment’s hydraulics laboratory until it wi 





in November 1985 for use by enginee 
working to make flood control more of 
science. and “less. of anart. Dre Pete 
Wormleaton of Queen Mary College i 
London is using it. tọ create- artificii 
floods in which water spills out over th 
banks. The force a river in spate can exe: 
depends on the interaction between th 
main flow down the river channel and th 
slower, gentler flow of water outware 
that slops over the banks. Past uncertais 
ty about the forces involved has led eithe 
to insufficient protection and disastrou 
floods or to unnecessarily big and com 
plexeembankments or channels: 

Dr Wormleaton is using “laser ane 
mometry” to measure the velocities € 
eddies precisely. Laser light is shon 
along a 60-foot flexible optical fibre 4 





to a probe which can be placed anyw 

in the test area. The flow rates 
measured by focusing two separate lase 
beams on to significant points in the flow 
The two laser beams interact to forn 
patterns of alternating light and dari 
stripes or “interference fringes”. 

As particles of matter suspended in the 
flowing water move across the fringe 
pattern, the intensity of the light reflecteg 
back from the particles depends upor 
which part of the alternating light anc 
dark areas in the fringe pattern the parti: 
cle is moving through at any moment, 
The reflected light is collected and mea- 
sured. The velocity of the light-scattering 
particles, and the water flow containing 
them, is calculated automatically from 
the time each particle takes to cross a 
number of light and dark areas in ‘an 
interference fringe. The research at Wal- 
lingford is supposed eventually to lead to 
the publication of a new design mar 
for river and drainage engineers. @ 

The new facility in Holland also aims to: 
save lives and money, this time by doing 
away with the need to test new equipment 
and untrained men in the unpredictable 
conditions of the North Sea. The vros 
Deepwater Research and Training Cen- 
tre at Roermond has taken the Beatrix 
disused coal mine, lined one of its 710- 
metre-deep shafts with steel and concrete 
and filled it with water. A second shaft 
will be available in 1987. As well as 
making it possible to. simulate pressure 
underwater at any depth down to the 


deepest in the North Sea, the VROS centre 


provides skilled operators and its own 
deep-diving systems, including observa- 
tion chambers if needed. 

“Any equipment that can be fitted down 


a shaft with a minimum diameter of about 


20 feet can be tested, so long as it weighs 


= nosmorë than 100 tonnes. Tests are un- 


derway on submersibles, diving bells, 
cameras and manipulators. 









makes the aircraft, 
makes the money. 


An interdependency which tests even the best. Developing products with distinctive qualities requires two 
things~—skill and money. 

Saab-Scania's skill comes from a unique technological breadth. With a long tradition in automotive and 
aerospace engineering, we are able to combine our technologies and develop them into practical applica- 
tions. 

The money comes from the long term growth and financial stability of the Saab-Scania Group. These 
have enabled us to invest heavily in the development of new products and technologies. 

In the field of specialized transport technology the symbol of Saab-Scania is the sign of technological 
breadth and financial strength. 
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The Saab-Scania Group manufactures automotive and aerospace products: passenger 
cars, trucks and buses, military aircraft, missiles, satellites and the Saab SF340 airliner. The 
Group also develops other advanced products in the fields of electronics, optics, sensors 
and image processing as well as in the area of energy technology. 

We employ 47 000 people in locations in Sweden and 30 other countries. 
In 1985 the Group sales were SEK 32 billions (GBP 2.9 billions) with profits of 2.8 billions 
(GBP 255.2 m,). Return on total assets was 14.5 percent, solvency (equity/asset ratio) was 
50 percent and capital expenditure amounted to 4.4 billions (GBP 401.1 m.), equal to 13.8 


percent of sales. 





> Changing the shar : 





devising a completely integrated hub... 


and state-of-the-art design... with precision assured in every component, 





required sophisticated computerised research... 


) the micro world of our products. 


A key priority in the automotive industry is 
streamlining. Aerodynamic refinement seen through 
drag coefficient reductions averages at least 0.1 in the last 
five years. And weight losses more than 10%. Marked 
improvements have been recorded in fuel economy, power < 
and reliability. And SKF has been helping manufacturers 
break radically new ground over the past decade. 

There are around 20 rolling bearings in a front 
wheel drive car, those in the wheels subjected to the most 
arduous conditions. Within this difficult area, SKF 
completely broke with convention ~ devising a single unit 
that combines bearings, hub, stub axle and suspension 
attachment functions. 

The result is a unit that replaces more than 10 
components and that does more than just allow designers 
weight savings of as much as 5% per wheel. It also permits 
a shorter drive joint shaft to be used, and improves safety 
and reliability. 

And SKF is devising many more sophisticated 
solutions — units, for instance, that solve the conflicting 
requirements of strength and reduced weight. In all ways, 
we're changing the shape of bearing technology. 


Down to the micro-world of the bearing 


Our search for new answers takes us deep into the 
micro-universe of the bearing~ where micro-changes of a 
10,000th of a millimetre are now common-place. And new: 
bearing designs can yield energy savings of up to 80%. 

For this, high standards of metal-working precision - 
are required ~ and ‘near-absolute’ accuracy has to be main- 
tained from steel purity through computerised design to _ 
application. 

Now, by harmonising new theory with the reality of- 
new technologies we have shown how bearing life~and 
reliability- can be prolonged nigh on indefinitely. 

75 years of close customer co-operation has given 
us the expertise to create a virtually boundless programme _ 
of ball, cylindrical, taper and spherical roller bearing types _ 
in some 25,000 variants. From miniatures weighing three 
hundredths of a gramme to giants weighing 500 million 
times more. Assuring our customers worldwide of the exact 
bearing for every application. And ultimate reliability. 

At SKF, our contribution to the automotive 
industry will continue to evolve. 


SKE The exact bearing. 
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which in 1985 belonged to 
those 50 banks worldwide 
whose net profits grew the 
fastest (Euromoney 8/86). 
Osterreichische Landerbank, 
one of Austria's leading 
banks, with 106 years of 
experience, is ranked 169th in 
the’ world in terms of net 
assets. Particular emphasis in 
its domestic and international 
activities is placed on a 
variety of commercial and 
investment banking activities, 
including trading in domestic 
and international securities. 


The bank has in recent years 
produced some quite out- 
standing results. In 1985 alone 
its share price rose 110%. 
Income, in the first half of 1986 
is 26% up on the already 
record-breaking levels of last 
year. This is our success. With 
Osterreichische Landerbank 
participation certificates, it 
can also be yours. For further 
information please call our 
London office on 01-588 4085. 


LANDERBAN 
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The thoughts of chairman Mac 


THE ENEMIES WITHIN. By Ian MacGregor, Collins. 384 pages. £15. 


Britain’s 1984-85 miners’ strike was no 
ordinary industrial dispute. It was a con- 
ict which both sides had seen coming for 
"ears and turned the miners’ leader, Mr 
Arthur Scargill, into Britain’s best-known 
trade unionist. His powers of self-projec- 
tion, his bold tactics and above all his 
refusal to compromise made him an ex- 
ceptional figure. The government fielded 
no champion to match him. Sir (then Mr) 
Ian MacGregor, as he appeared on televi- 
sion screens, was a curt, wooden, 
elderly American wholly unable to 
explain to the public why he was 
right. Mercifully, Mr Scargill was 
so monumentally wrong that Sir 
Ian's failure to make his own case 
did not lead to defeat. 

This book appears to be his at- 
tempt to make up for that failure. 
Written with much help from Mr 
Rodney Tyler, a freelance journal- 
ist who does not get his name on 
the dust jacket, it is largely an 
account of how Sir lan fought—and 

ow he wished he had fought—Mr 

argill’s legions. His main oppro- 
brium is reserved not for the Na- 
tional Union of Mineworkers, but 
for his own allies; the staff at the 
National Coal Board (NCB), the 
civil servants at the Department of 
Energy, and above all the energy 
secretary, Mr Peter Walker. 

Sir Ian was appointed to chair the 
NCB by Mr Nigel Lawson. But be- 
fore he took office, the 1983 elec- 
tion intervened. Mr Lawson went to the 
Treasury; Mr Peter Walker took over the 
Department of Energy. Sir lan was suspi- 
cious of his new minister. “He was very 
quick and plausible—all smiles and anx- 
ious to help. But I wondered, even at our 
first meeting, how he would be when the 
going got rough.” 

That suspicion grew as the dispute 
reached its tensest moment in September 
when NACODS, the union representing the 
men responsible for pit safety, voted 

_ overwhelmingly to strike. Sir Ian now 





says that he had been confident that a 
strike by NACODS could be survived. 
When he put this view to Mr Walker, he 
recalls, the secretary of state said, “You 
must be out of your mind.” It was the one 
moment in the strike when the prime 
minister's faith in Sir lan wavered, he 
claims. The distrust between the two men 
was, according to Sir lan, deepest in the 
final months of the strike. Sir Ian discov- 
ered that Mr Walker had held a meeting 





I'll have Scargill on toast 


with the Trades Union Congress (TUC) on 
December 5th without informing him, 
and was about to have another on De- 
cember 14th. Sir Ian stormed into Mr 
Walker's office and “did my best to 
suggest to him. . . that he was playing 
right into Scargill’s hands.” 

In late January, Mr MacGregor again 
heard rumours that Mr Walker was hav- 
ing talks with the TUC. “My discussion 
with the secretary of state had to be more 
frank this time”, Sir Ian recalls. “The 
relationship between Walker and me 
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could hardly have been more strained.” 
In February, Sir lan was enraged to hear 
that because the TUC wanted to soften the 
terms that the NCB was willing to offer the 
miners, Mr Walker had pressed the coal 
board to meet the TUC’s general secre- 
tary, Mr Norman Willis, and had gone 
with Mr Willis to talk to the prime 
minister. Sir lan records a “fairly stormy 
meeting” at which “once again I insisted 
that one or other of us had to conduct the 
meetings with the TUC.” 

The curious thing about this account is 
that nobody in the Department of Energy 
remembers Sir Ian’s storms or rebukes. 
When vexed, they say, he fell silent. The 
supposed meeting on December Sth is not 
mentioned in Mr Walker's diary, nor did 
any meeting take place between minister 
and TUC which the coal board did not 
know about: indeed, it is hard to imagine 
a Tory minister holding a secret 
meeting with a body as leaky as the 
TUC. 

Sir Ian’s recollection of his cool- 
ness in the face of the threat from 
NACODS is not shared by those in 
government. At first, he appeared 
to believe that the NACODS execu- 
tive would lose their ballot; when 
they massively won, he thought a 
strike would be disastrous and 
urged that the law on pit safety 
should be changed. 

One of Sir [an’s most surprising 
revelations is that the vice-presi- 
dent of the NUM, Mr Mick McGa- 
hey, tipped off the coal board about 
when the strike would start. Maybe 
he did; but the manner of its begin- 
ning still surprised the energy sec- 
retary, who thought that the event 
that triggered it, the closure of the 
Cortonwood colliery without going 
through the agreed procedure, was 
badly mishandled. The cabinet’s 
main concern then was to make 
sure that Mr Scargill did not hold a ballot. 
That was why the offer to the miners was 
made as generous as possible; and why 
the Cortonwood decision was so perilous. 

Though Sir lan’s memory for detail 
may sometimes be awry, the impression 
he conveys of his relationship with Mr 
Walker sounds convincing. All nationa- 
lised-industry chairmen in the thick of 
industrial disputes seem to feel much the 
same about their ministers. Sir Peter 
Parker, when chairman of British Rail, 
used to say of Mr David Howell, the 
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transport minister: “He says he’s right 
behind me, but he won’t say how far.” In 
Sir Ian’s case, the problem was increased 
by his woodenness in public, a source of 
continual worry for Mr Walker. Mr Walk- 
er’s concern for “political appearances” 
irritated Sir Ian. But in this book he 
admits that poor presentation was his 
“biggest mistake” and that the success of 
Mr Scargill’s propaganda may have dou- 
bled the length of the strike. If so, Mr 
Walker’s worries were justified. 

Sir Ian thought Mr Walker “felt that 
what was going on was perhaps alien to 
the British desire for compromise and 
that I was being annoyingly stubborn and 
intransigent.” That also may be unfair to 
Mr Walker, who had been a member of a 
Tory government wrecked by the miners, 
and who seems sometimes to have taken a 
tougher line than the coal board. But Mr 
Walker did not flaunt his toughness. He 
understood the ambivalence of Britons 
towards militant trade unionism, and 
their preference for fudge. 

Neither Mr Scargill nor Sir Ian was a 
fudger. But Mr Scargill lost because his 
fellow-unionists did not share his relent- 
less pursuit of principle. Sir Ian was more 
fortunate. Mrs Thatcher, like Mr Walker, 
had been in Mr Edward Heath’s cabinet. 
She knew that the principle at stake was 
not just the right of management to 
manage, but of government to govern. 
And that is why Sir Ian won. 


Kilroy woz ’ere 


Mr Robert Kilroy-Silk once wanted to be 
prime minister. On September 30th, he 
resigned his seat in Parliament to be- 
come presenter of a television chat show. 
That seat was one of the hottest in 
Britain—Knowsley North in depressed 
Merseyside, a scene of the fierce battle 
between the soft left in the Labour party 
and the hard men of the Militant Ten- 
dency, several of whom have just been 
expelled from the party. Hard Labour 
(Chatto & Windus, £9.95) might have 
been expected to tell the story of his 
battles with Militant; of how, despite 
Militant, he was eventually reselected as 
Labour's candidate for Knowsley North; 
and of how, despite being reselected, he 
found he had lost the will to continue in 
politics. 

In fact, the book delivers only one- 
uarter of what it appears to promise. It 
joes not contain a full account of Mr 

Kilroy-Silk’s difficulties in his constitu- 
ency. Instead, it consists of a diary that 
he kept for nine weeks during the au- 
tumn of 1985. Since “Hard Labour” 
contains no introduction and its epilogue 
is only half a page long, it is a story with a 
middle but no beginning or end. 

This might not matter if the diary were 


Sheffield 


Iron resolution in 
steel city 





SURVIVORS OF STEEL CITY. 
By Geoffrey Beattie. Chatto & Windus. 
204 pages. £5.95. 


By rights, Sheffield should be a ghost 
town. England’s fourth largest city, fam- 
ous for stainless steel cutlery, had its 
lifeline cut in the early 1980s when its 
steel production became uncompetitive 
and the mills closed. Like other northern 
cities born in the first industrial revolu- 
tion and devastated by the second, Shef- 
field has chronic unemployment (16.7% 
of the local labour force) and widespread 
poverty. But after a heavy battering, it is 
showing the will to live. 

Sheffield has escaped the street vio- 
lence that has affected many of Britain's 
inner cities in the 1980s. The leader of the 
city council, Mr David Blunkett, has 
become a crucial figure in the new-look 
Labour party. The city is home to one of 
Britain’s fastest growing public bodies, 
the Manpower Services Commission 
(which runs schemes for the unemployed) 
and home to one in terminal decline, Mr 
Arthur Scargill’s National Union of 
Mineworkers. Sheffield also runs what is 


interesting. But it is not. It is full of 
phrases like “a peg to keep the pot 
boiling’; it concerns itself with much 
that is politically irrelevant (football re- 
sults, his pet ducks, his garden); it is 
unable to sustain a narrative; and is 
oblivious to all personalities save the 
author himself. 

Most unforgivably, the book contains 
little political analysis. Mr Kilroy-Silk 
asks few questions about what was hap- 
pening to him in Knowsley North, and 
answers even fewer, Almost the only 
good point he makes—and it is not an 
original one—concerns the effects of the 
reselection process on Labour MPs. Re- 
selection takes up their time, distracts 
their attention from serious political is- 
sues and makes them even more reluc- 
tant to speak their minds in public. 

Mr Kilroy-Silk is rightly aghast at the 
effects reselection would have if Labour 
were in power. Government ministers 
would constantly be looking over their 
shoulders at activists in their constituen- 
cies. Discipline on the back benches 
would be almost impossible to maintain 
because Labour MPs would be far more 
worried about their local parties than 
about anything the chief whip could do. 
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arguably the best public-transport system 
in the country and confidently portrays 
itself as the capital of “the Socialist Re- 
public of South Yorkshire”. It is the focus 
of an alternative political culture in Mrs 
Thatcher’s Britain. 

The survivors described in Mr Geoffrey 
Beattie’s book have responded to their 
city’s hard times with resilience and occa- 
sional optimism, but not by going on 
demonstrations, throwing petrol bombs 
or joining community groups. A van 
driver ekes out his meagre wages to live it 
up in style at Sheffield’s top club on 
Friday nights. There he rubs shoulders 
with a champagne-swilling playboy who 
supplements his £60-a-week dole money 
with big-time ticket touting and other 
unspecified activities. A redundant steel 
worker gets job satisfaction as a self- 
employed decorator, despite cut-throat 
competition from moonlighters. 

Not all of the book’s characters have 
landed on their feet. Some, like the 
homeless youngster living in squalid hos- 
tels paid for by the state or the unem- 
ployed man suffering from psychological- 
ly-induced asthma, confirm stereotypes. 
They give weight to Mr Beattie’s hypoth- 
esis that it is the “psychological land- 
scapes” of recession rather than the phys- 
ical ones that are the most disturbing. 

The book conveys a sense that both the 
survivors and the casualties have invented 
a new set of rules in order to cope. “The 
system” has let so many people down that 
cheating is becoming socially acceptable. 
If you have been made redundant by a 
large company, forced to go hungry be- 
cause the social-security office loses your 
papers, or made to wait two years for an 
PRs abe en niles 3] 











ew executives involved in the Middle East 
| will need to be reminded what the collapse of 
the oil market has meant for their business in the 
region. And there can be very few who do not realize 
that the critical issue for international business 

in the Middle East today , 
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| and in the future can be 
a summed up in two words: 


~ Business Intentatisnal wenit Into the 
market and surveyed over 100 interna- 
tional companies to find out what they are 
doing about managing risk in the increas- 
ingly difficult Middle East markets. 

This report takes a hard look at the 


current situation-and the way itis likely to 


evolve. It details a number of techniques 
and procedures companies ate using to 
deal with the payments problem. 

In short, it is aunique and topical 
record of what companies are doing in the 
Middle East today to recognize, avoid, 
spread and shed payments tisks, to assess 
pre-contract risks, and to- ensure that they 
GET PAID. 


Based on scores of corporate inter- 


“views and a broad survey of companies 


operating in the market, this report will be 


of great value to those executives responsi- 


ble for Middle East business. 


PAID 


Growing Market, Growing Risk 


“oe The Market — Opportunities and Risks 


to the 1990s 
e Stateof the Middle East Market Today: 
Corporate Views | 
e Banking: the Achilles Heel 
The Management Response 
Knowing the Risks 
e Pre-Contract Risk Assessment in the Market 


-e Risks in Key Markets 


e Financial Requirements and Attendant 

_ Risks ‘ 

e Assessment of Home Country Pre- 
Contract Risks 

ù A Review of Major Export Credit Agencies 


The Management Response 
Ensuring Payment 
e Risk Management: A Selection of Corpo- 
rate Expenence 
e Bl's Checklist for Risk Management in 
the Middle Rast. 


The price of the report, Getting Paid in the Middle East is US$1100. Business International guarantees that 
you may return the report within 10 days for a full refund if you are not satisfied 
Please send us a copy of this report. Our check is enclosed 
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operation on the National Health Ser- 
vice, it does not seem a great crime to 
keep signing on as unemployed while 
painting your neighbour's house. 

The most striking thing about Sheffield 
is that, through all its tribulations, it has 
retained a feeling that it is one communi- 
ty. The book does not explain why. Mr 


Beattie is a psychology lecturer and least 
convincing when he tries to be a social 


American history 
The Adams family 


scientist. But his descriptions give a rich 
flavour of a place where what matters 
most is a sense of identity: 


One reaction by the young to the steely grip 
of the economic climate was a mad scramble 
for style . . . In the 1930s there was just the 
flat-cap brigade. Fifty years on we have 
legions of Mohicans, New Romantics and 
Kraftwerk lookalikes all queuing up at the 
dole counter. 


HISTORY OF THE UNITED STATES OF AMERICA DURING THE ADMINISTRATIONS OF 
THOMAS JEFFERSON 1801-1809. By Henry Adams. The Library of America. 1,309 
pages. $27.50. HISTORY OF THE UNITED STATES OF AMERICA DURING THE 
ADMINISTRA“ IONS OF JAMES MADISON. By Henry Adams. The Library of America, 


1,436 pages. $27.50. 


If the United States had an aristocracy in 
the nineteenth century, Henry Adams 
belonged to it. The properest of proper 
Bostonians, Adams could boast of two 
American presidents in his immediate 
ancestry: John Adams, a hero of the war 
of independence and second president, 
was his great-grandfather; John Quincy 
Adams, the sixth president, was his 
grandfather. During the civil war, his 
father, Charles Francis Adams, took 
young Henry to London to serve as his 
secretary when ambassador to the Court 
of St James. But the political spirit of the 
family had already changed to a literary 
one. Henry Adams and his brother, 
Brooks, spent their time writing histories 
and tracts with titles like Brooks’s “Law 
of Civilisation and Decay” and Henry’s 
“Mont Saint Michel and Chartres”. 

The nine volumes of the “History of 
the United States during the Administra- 
tions of Thomas Jefferson and James 
Madison” occupied Henry Adams 
throughout the 1880s. He had six copies 
printed privately and circulated to his 
close friends before he gave them to 
the publishers. He even chose the printer 
and the type-face. The Library of Ameri- 
ca, in a project supported by the Ford 
Foundation and the National Endowment 
for the Humanities, has republished them 
in two volumes in the handsome format 
which it had previously selected for the 
collected works of Melville, Hawthorne, 
Henry James, Emerson and Thoreau. 
Adams's “History of the United States” 
has been elevated by this imprimatur to 
the status of classic. Does it deserve that 
elevation? 

In some ways, certainly. Adams knew 
the great and near-great of his time and 
had an instinctive, indeed almost heredi- 
tary, understanding of the workings of 
American politics. He quotes approvingly 
a story told by Cardinal de Retz, who 
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Mutt and Jefferson’s good friend 


“formed a judgment of the newly-elected 
Pope from his remark, at a moment when 
minds were absorbed in his election, that 
he had for two years used the same pen. 
‘It is only a trifle’, added de Retz, ‘but I 
have often observed that the smallest 
things are sometimes better marks than 
the greatest’’’. Adams's portrait of 
Thomas Jefferson fits Leslie Stephen's 
definition of great writing by “stamping 
itself instantly and indelibly on the memo- 
ry”. Only his English contemporary Ma- 
caulay at his best could draw historical 
characters so vividly. 

Like Macaulay, Adams knew that his- 
tory was not just the records of the great 
but the acts of the many. He sets the stage 
for his narrative with a leisurely but vivid 
evocation of daily life in the backward 
and primitive United States of 1800, with 
its wooden inns where travellers shared 
beds, its muddy tracks and monotonous 
food. Here, too, the writing carries force 
and conviction. 

Yet despite marks of greatness, some- 
thing odd seems to happen in these 
books. There are only six references in 
the first 300 pages of the history of 
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Jefferson's administration to John Ad- 
ams, who, as well as being Henry’s great- 
grandfather, happened, after all, to be 
Jefferson’s predecessor as president. 
None of those references uses the name 
Adams. Adams can barely bring himself 
to mention “the late president” or “the 
last president”. It is as if one were to write 
the history of Churchill’s Britain without 
mentioning Chamberlain. 

There is also no discussion of the elec- 
tion of 1800 itself, perhaps the oddest and 
most significant in American history. 
Thomas Jefferson and Aaron Burr were 
elected president and vice-president on a 
Democratic-Republican ticket, defeating 
the Federalists Adams and Charles Co- 
tesworth Pinckney. The Constitution, 
drawn as it was in 1787 before the appear- 
ance of political parties, made no provi- 
sion for designation of candidates as ei- 
ther president or vice-president. Since 
Jefferson and Burr had the same number 
of electoral votes, they had tied for the 
presidency and, technically, Congress 
had the power to make Burr, not Jeffer- 
son, the president. 

Such omissions are not mere chance. 
Just as in his autobiography, “The Educa- 
tion of Henry Adams”, he omits all 
references to his personal life, his mar- 
riage and the early death of his wife, so 
here in this massive life’s work there is the 
same evasiveness and distortion. Adams 
chose to devote a decade of his life to 
writing a paean of praise to Virginian 
politicians who destroyed the careers and 
aspirations of the members of his own 
family. He seems not to have realised— 
or, alternatively, chosen not to indicate— 
that he had done so. At the heart of this 
massive, elegant and engrossing history, a 
dishonesty festers which limits its claims 
to be a classic. 


Neo-conservatism 


Right turn at the 
crossroads 


THE BLOODY CROSSROADS. By Norman 
Podhoretz. Simon & Schuster. 221 
pages. $16.95. 


“The Bloody Crossroads” is a collection 
of essays by the American neo-conserva- 
tive, Mr Norman Podhoretz, on such 
writers as Albert Camus, George Orwell 
and Alexander Solzhenitsyn. It covers 
such topics as what is wrong with the 
adversarial tradition of American intel- 
lectuals and why Mr Henry Kissinger is a 
remarkable writer but an ineffective 
diplomat. 

What distinguishes neo-conservatism 
from the old-fashioned kind is that neo- 
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‘conservatives once considered themselves 
liberals. or even socialists. As @-result, 
their attacks on the arguments of the left 
have the passionate cogency of the con- 
vert. They are often harder to dismiss 
than those of a “born”. conservative like, 
say, Mr William F. Buckley, the editor of 
the National Review. 

Mr Podhoretz is as well known among 
neo-conservatives as Mr Buckley is 
among the old-fashioned kind. His previ- 
ous book, “Why We Were in Vietnam”, 
attempted to show why the United States 
was right to wage war there. In his new 
collection of essays, he employs literary 
criticism to elaborate arguments found 
elsewhere in his work. 

In “Camus and His Critics’, Mr Pod- 
horetz reinterprets Camus’s last novels in 
order to overturn the arguments of two 
recent biographers that Camus remained 
aman of the left to the end of his days. Mr 
Podhoretz argues that Camus’s condem- 
nation of the “murderous totalitarianism 
embodied in the Soviet Union” in his 
penultimate work, “The Rebel”, was his 
final word on political philosophies that 
emphasised state power, like communism 
and socialism. The confused moralising of 
the narrator of “The Fall”, his last novel, 
expresses not Camus’s inability to declare 
himself as a man of the left, as many have 
argued, but shows him to be a man of the 
right but unwilling to admit it. Mr Pod- 
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barek 3 says that postwar French writers 


faced a choice: Sartre, despite regrets and 
misgivings, chose Russia and was not 
afraid to say so; Camus, in effect, chose 
America but was afraid to say so. 

In “An Open Letter to Milan Kun- 
dera”, Mr Podhoretz again concerns him- 
self with relations between Russia. and 
America and with the noyelist’s role un- 
der a repressive government. He chides 
Mr Kundera for giving comfort to the 
Czechoslovakian government—and, by 
extension, ` to communism ~ itself—by 
claiming to be “merely” a novelist. The 
strength of Mr Kundera’s novels, says Mr 
Podhoretz, lies in their being political 
novels—political in thé sense that the 
passion and issues raised in them derive 
from the-experience of a middle Europe- 
an culture desiccated by communist rule. 
That being so, “why should you, of all 
writers, wish to be co-opted. by people 
who think there is no moral or political— 
or cultural-—difference between West and 


East worth talking about, let alone fight- 


ing about?” 

Other essays are similarly pugnacious 
and contain large claims that.are often 
impossible to substantiate. Mr Podhoretz 
is a strident writer, but no demagogue. It 
is hard to agree with everything he has to 
say, but his essays are so clearly argued 
that they will provoke anyone who dis- 
agrees to be equally clear in response. 





Soaps go down the tube. 


The old patterns of American television are ‘changing. The new order is 
reflected not just in the weil "nave cha travails of ownership (all three 


networks, ABC, NBC and CB 
programmes themselves 


Comedies are taking over from soap 
operas as America’s favourite pro- 


grammes. This week, as the new season © 


opens, around 60m people will sit down 
to watch “The Cosby Show” (more than’ 
voted for President Reagan). Soaps like 
“Dallas” and “Dynasty” are 
pricked bubble: in 1981, “Dallas” was 
watched by around 70m people; now the 
audience is down to 50m. The once- 
mighty programme's supremacy of televi- 
sion’s peak viewing hour—between 9 and 


10 o'clock on Friday evenings—is being- 


challenged: “Miami Vice” is scheduled 


against it. 


These shifts in programmes’ popularity”. 
reflect viewers’ satiety after eight years in: 


which soaps frothed supreme. The num- 


ber of hours of television the so-called 
average American watches has been sta- i 
ble for the past three years (at around 4} 








like a. 





have changen hands this year) but in the 


hours a week) so the rise of the comedies 


seems to balance the decline of the soaps, 


This change reflects hard economics, too. 
An hour's worth of what television. pro- 
ducers call “action dramas” (like “Miami 


Vice”) costs $1m; a half-hour of “The 
Cosby Show” . costs less than: a, third of 


that. 

The networks have been dow to wean 
themselves off the soaps. At the same 
time, the makers of television pro- 
grammes, who. are separate..from the 
networks, have been churning out the 


cheaper comedies. Both supply and de-. 
mand in television programmes ate fa- 


vouring those who distribute comedy 


shows-——the: independent, networks or 
stations. 


The me öf the independents i 








independent local stations; in 1985 there 
were 240. The independents used tobe 
small regional stations. Now they include 
subsidiaries’ of ‘international entertain- 
ment companies, like Mr Rupert- Mur- 
doch’s Fox Broadcasting Network. 

Increasingly; production companies are 
by-passing ‘the big networks and selling 
directly to independent stations, This is 
called first-run syndication, and the most 
successful programmes sold in this way 
are comedies, Though the teenage fanta- 
sy about dancing, “Fame”, pioneered 
first-run syndication, many of the new 
shows are comedies, like “It’s a Living” 
(about waitresses in a classy restaurant) 
and “Small Wonder” (about a robot in a 
sailor’s uniform). Big production compa- 
nies, including Walt Disney, are making 
shows for independent television stations. 
Sometimes the producers, instead of sell 
ing their shows to an independent | 
then sells the advertising, retain some 
advertising space themselves and even try 
to. co-ordinate sales of the shows. This’is 
called “barter syndication”, and it makes 
the barter syndicator into-a kind of substi- 
tute network.. 
| While the independents have taken on 
the networks on their own ground, cable- 
television companies are competing suc- 
cessfully in profitable” ‘specialist areas: 
sports and movies. Nearly half of all. 
households with television subscribe to 
cable; over 75% are “covered”, in the 
sense that a cable network runs. within 
connectable distance. Home Box Office, 
a cable company owned by Time, is 
sponsoring a heavyweight boxing series; 
Mr Ted Turner has staked the future of 
his cable-television empire on the pur- 
chase of MGM film studios; this will inci- 
dentally enable him to convert MGM’s ol 
black-and-white films to colour, thanks € 
computer wizardry. 

Programmes, then, are reflecting the. 


breakdown of the network’s oligopoly. 


Distribution channels are becoming more 
varied, And advertising revenue is. fall- 
ing. The 100 companies which spend the 
most advertising money on the three . 
networks. spent $6.3 billion in 1985— 
2.6% less than they had done in 1984. 

Put these changes together.and it seems 
likely that American’ television pro- 
grammes will become less influential out- 
side America. Earnings from exports of 
television programmes are worth a hefty 
$500m a year. But the networks’ stingi- 


- ness means that television producers will 


have less money to spend on the beste — 


selling export programmes, soaps and 


cops-and-robbers, and will switch to mak- 
ing comedies instead, Their.international 
appeal is limited: “The Cosby Show” and 
“The Golden Girls” are shown on Brite | 


ains minority Channel 4; “Dallas” and 


Son the mass-market channels, 
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"AUTOMOTIVE REPORTS 


‘The UK Market for 
Replacement Car 
Parts 


The. UK market for car replacement parts is worth an 
estimated £2.2 billion annually at the retail level. This 

report examines this fragmented and changing market in 

: terms- ofthe major channels of distribution and product 

ass groups. Profiles are provided on a cross-section of the 

60 FOR associations, distributors, manufacturers and suppliers 

involved. EIU Automotive Report No. 5. Special Repart No, 

1068, Price including airmail postage: UK & Europe £125, 
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with The Economist intelligence Unit's A Fin: n ial 
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Published annually, Country Profiles 
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Structure and functioning of 165 


countries around the-world. They give}! i Troubles ae mounting tr the wa European mator 
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| PROBLEMS AND PROSPECTS 
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There are Country Profiles on 165 countries’ 
please state the countries you require: 














































< fastest growing economies in the Third World. This 
report considers the present position and tuture 
prospects of passenger car and commercial vehicle 
production in this developing region. EIU Automotive 
Report No. 2. Special Report No. 205: Price including airmail 
postage: UK & Europe £75; North America US$140, Rest of 
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Much is written about, multinational-corporations 
and their influence on the world economy and the 
pattern of people's lives in both developed:and 
developing. countries. Objective’ and factual 
reporting of multinational activity, however, is. a 
` tare commodity. : 

This imperfect situation is rectified for both: 
business and academic communities alike by IRM 
Muttinational Ri 

Published quarterly on behalf of the Geneva- 
based Institute for Research and Information on 
Multinationals, each issue focuses on a particular 
theme and offers a clear and concise presentation 
of the facts. 

The range of topics spans economic, environ- 
mental, social and political affairs, Recent editions, 
for.. example, have reported on pollution, 
employment, and the pharmaceutical industry. 
IRM Multinational Reports are available on 
subscription (or individually) from John Wiley & 
Sons Ltd. 

























































lf you would like to receive a complimentary 
sample copy and details of the series to date, 
please complete the coupon on this advertise- 
ment and return it to Dept. AC, John Wiley & 
Sons Led, Baffins Lane, Chichester, W. Sussex 
POI? TUD, England. 







About the IRM 


The IRM promotes and finances indepen- 
dent research on multinational companies 
and their impact on society. This research 
forms the basis of books, reports, 
conferences and seminars in an attempt to 
provide accurate information to benefit the 
widest possible audience. For further 
information please write to: Institute for 
Research and Information on Multi- 
nationals; 45-47 rue de Lausanne, 
1201 Geneva, Switzerland. 











Please send me a complimentary copy of IRM 
Muhinational Reports and details of the series 


| Name 








| Address 
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ENGLISH for foreign students. Begin- 
ners to University Entrance, Oxbridge” 
experience,.01-994 1574. 







EXTERNAL DEGREE 
PROGRAMMES 







Master of Business Administration and 

— Doctor of Business Administration. Op- 
EXPERIENCE COUNTS! tions avaiabia i Heaith cones 
i l and in Spo anagement, + 
NON-RESIDENTIAL LAND OPEN UNIVERSITY GLEN- 


For Lite, Academic & Work Experience 
Degrees tor people who want to be more effective and 
secure in thelr Jobs or Professions. 


Eam a BACHELOR'S MASTER'S or DOCTORATE Degree by 
utilizing your lite and work experience. College equivalent credits are 














































P é + 
Match given for your job, military, company training, industrial courses, i WOOD CENTRE, 210-AYLMER ROAD 
your postion seminars on business experiences, We. accept college credits no DEGREE PROGRAMS < AYLMER. ‘QUEBEC, CANADA, J34 
with a legai degree matter when taken. No residency required. . E 142 (B19) 684-8555, 
and transcripts Our graduates are recognized for their achiewements.in-business and Professionals in any field may apply for at-a- , ) 684- 
As yeu kw industry. We will assist you in completing your degree requirements distance: Bachelor's, Master's or Doctoral dé ; 
experiance is stil the without formal classes or seminars at your own pace and time. gree programs in Management. gocamentny 
best teacher. ; f ‘ j work: éxpérience instead of further classwork, 
But Dagroas Sen detailed rasura on work Me ad soedartic onpenence for aho: and presenting a career accomplishment project 


instead of a standard thesis, The cost is moder- wae University 
ate: the time for completion is shortened. w 


; P ACIFIC WESTERN UNIVERSITY Designed for working professionals, Program A de la Romande 


authorised by the California Department of Edu- ; ied Raa 
_ 800N Sepulveda Blvd, Los Angeles, California 90049—Dept 137--USA cation. EA worldwide 3 A private non-traditional University 


CALIFORNIA UNIVERSITY offers degrees to mid-career adults 


ode: for ADVANCED STUDIES entirely at home and with full 
“1 School of Professional Management 


. e y l BE ; credits for life/career experience, 
Universit j of : oreg “cate 1% Neil Gibson & Company, Dept E. 
é P ; i Novato, CA 94947 (415) 382-1600 
California, Berkeley mmm 
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PO Box 3, Sudbury, Suffolk. England. 






1987 Executive Bducation Programs ff London, Paris, Madrid, Heidelberg, Strasbourg, 
Schiller 
International University 


Associate, Bachelor & Master degrees in 

: | LawiPUBLIc ADMINISTRATION INTERNATIONAL RELATIONS 

Corporate Finance and Strategy © F EE] Computer Studies, Pre-Eng/Pre-Med, Art, French, Spanish, German, 
May 31-June 5, 1987 English, College Prep. Courses. Language of instruction-English. 


|] Ginter campus and US transfer, @BBA & MBA evening classes in London, Paris & Heidelberg. 
Financial Decision Making Schiller International University 
for Public Utilities 


Dept D3, 51-55 Waterloo Road, London SEt 8TX Tel:(01)928 8484 
June 14-26, 1987 Telex: 8812438 SCOL G. Accredited AICS, Washington DC, USA 












Competitive Marketing Strategies 
January 11-16, 1987 
August 9-14, 1987 

























£“ CUTTHIS OUT and ` 
E ENJOY LEARNING FRENCH 


Advanced Management Program 


for Caribbean Managers 
July 6-24, 1987, Kingston,Jamaica 











Management Development 
July 26-31, 1987 


































Competitive Marketing 
or ee Whether you need French for business purposes or to get the most | 
July 26-31, d out of your holidays abroad, living the language is the only way to 
- learn it properly. 
Management Development for Geran is a chateau in the beautiful countryside, of the Belgian | 
: ? ; * “Ardennes, near the town of Spa, where you live and learn in French. 
Engineers and Scientists in Asia Small groups and private lessons, plus language laboratory, with 
August 2-14, 1987, Bangkok, Thailand tailor-made programmes for individual needs, ensure real progress. 
We provide good accommodation, good food, good company, good 
Management Development for facilities qor Sports And exercise - and good teachers. Come and i 
earn, and enjoy yourself. ` 
Engineers and Scientists We teach embassies and companies, EEC and SHAPE, groups and 
September 17-25, 1987 individuals. And there are special terms if you bring the family. 
Sep! PAS For complete documentation, cut out and send this coupon. 
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The Executive Program 


Cl) Adults O Young People 
October 4-30, 1987 


G Private 0 Business 


















For reservations and further information: NAME si 
Dr. David H. Downes | ADDRESS 
Director, Executive Education | 






Berkeley Business School, Dept. 181, University of California 
Berkeley, California 94720, U.S.A. 
Telephone: (415) 642-4735, Ext. 181 
Telex: 910-366-7114 UC BERK BERK 
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180. Avenue du Chateau, Nivezé, B-ABBO Spa } 
Belgium, Tel: 010-32-87-77 39.16. Telex 49650. 





APPOINTMENTS 






PAPUA NEW GUINEA 


A smal, privately funded economic policy research organisation seeks a 
successor for its retiring Director. Candidates should have experience ata senior 
level in academic research, government of business and possess considerable 


skills in cornmunication and policy advising. A mature or sertil-retirad person 
could. be suitable for this post. The Institute of National Affairs conducts policy 


studiés, seminars and public lectures using, mainly, senior visiting academics 
from Englisti-speaking countries. A vigorous publication and policy advising 
program is maintained. y 

A package worth in excess of K50,000 (Sterling equivalent is approx, £31,600) 
inclusive of 20 per cent tax free gratuity, married accommodation and other usual 
expatriate benefits is offered. Applicants should sent full-c.v. inchiding the names 


of three referees to: 
The President 
institute of National Affairs. 
PO Box 1530 


Port Moresby, Papua New Guinea 





~ ECONOMIC MODELLING 


The Economic & Social Research Council; acting on 
‘behalf of the Macroeconomic Modelling Consortium, is 
inviting proposals for a modelling project where the 
primary focus of research will be on some micro-economic 
or disaggregated questions. 


Outline proposals of no more than 2,000 words should 

be sent by November 14 to CHRISTINA HADJIMATH- 

EQU from whom further details can be obtained at 
ESRC, 160 Great Portland Street; London WIN 6BA. 


E/SIRiCiee 
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BUSINESS SCHOOL 


Evening MBA Programme 


SEEKING TO CONSOLIDATE AN ALREADY SUCCESSFUL 
CAREER? HAVE YOU CONSIDERED A PART-TIME 
MASTERS PROGRAMME? 


- The Evening MBA is a two year programme for up-and- 
coming managers usually in their late 20s from the City and 
Financial Institutions. It aims to foster strategic thinking 
required to cope with change in the City. Many leading 
institutions sponsor selected staff on this programme. 

The high intellectual demands require the candidates to 
have at least a good second class honours degree or its 
equivalent. The next course commences February 1987. 


For further details contact: — 


Elizabeth Sullivan, Admissions Officer, City University 
Business. School, Frobisher Crescent, Barbican Centre, 
DON EC2Y SHB. Tele 








































01-920. 0111, ext 238.0 |: 


Euromoney seeks a young, recently graduated 


ECONOMIST 


to work as an analyst and writer on its currency forecasting 
service. Good economics degree, energy and enthusiasm 
necessary. Write with cv to Richard Ensor, Director, 
Euromoney Publications PLC, Nestor House, Playhouse 
Yard, London EC4V SEX. 








Education Project 
Development Officer 
Malawi 


The Government of Malawi's Education Sector 
Review Team has decided that professional expertise 
is required in the Planning Unit of the Ministry of 
Education and Culture, Therefore a Project 
Development Officer is required to be based 
in the Ministry's Planning Division. 

Duties include translating major policy initiatives 
in the current education plan into projects to facilitate 
donor assistance; the devising and implementation of 
a system to process, assess and monitor educational 
development projects; and the identification and 
redressing of imbalances in the distribution of 
educational goods and services in the system. 

Applicants should be British Citizens aged 
30-45 who are qualified Education Planners with 
a professional qualification in Planning and Project 
Appraisal together with experience in Project 
Development work, preferably in Africa. 

The appointment is on contract to ODA, on loan 
to the Government of Malawi, for a period of 2 years. 
Salary (UK taxable) will be commensurate with 
qualifications and expérience and will include an 
element in lieu of superannuation. A tax free Foreign 
Service Allowance, currently in the range £1,605 to 
£3,520 pa, is also payable, 

The post is wholly financed by the British 
Government under Britain’s programme of Aid to the 
developing countries. Other benefits normally include 
paid leave, free family passages, children’s education 
allowances, free accommodation and medical 
attention. 

For further details and application form, please 
apply, quoting ret AH364/GG/TE, stating post 
concerned, and giving details of age, qualifications 
and experience to: Appointments Officer, Overseas 
Development Administration, Room 351, 

Abercrombie House, Eaglesham Road, 
EAST KILBRIDE, Glasgow G75 SEA. 


SELS DEVELOPMENT 


Britain helping nations to help themselves 


















APPOINTMENTS 





The University of Adelaide 


invites applications from both men and 
women for the following position of 


FOUNDATION PROFESSOR OF 
MANAGEMENT 


(Ref: 4361) in the Graduate School of 
Management, This position has been 
created as a result of contributions from 
the South Australian business commu- 
nity and State Government. The Pro- 
fessor of Management is expected to 
be a scholar of international standing in 
any . relevant field who possesses 
teaching and administrative skills of a 
high order, has experience ot graduate 
management education, who is able to 
maintain and deveiop contact at a se- 
nior Jevel with public and private enter- 
‘prise. Managemert experience at a 
senior level would be an advantage. 


The Graduate School of Management 
is primarily responsible for teaching 
courses and supervising 
leading to the degree of Master of 
Business Administration which was 
first offered in 1963. The School also 
provides supervision for research de- 
grees at the Masters and Doctoral 
levels. The Foundation Professor will 
have a unique opportunity to influence 
development in management educa- 
tion in South Australia. The Foundation 
Professor will be expected to serve as 
Director of the Graduate School for 
three years in the first instance. As the 
University of Adelaide encourages its 
staff to be active in their professions, 
the Foundation Professor of Manage- 
ment will also have. opportunities for 
consulting and other outside activities. 
Although the Chair of Management is a 
tenurable position, the University would 
be pleased to consider applications 
from suitably qualified people who 


team: 


research . 





THE SUNDAY TIMES 


The Sunday Times Business News is ex- 
panding. We seek new talent for a growing 


—Senior financial/business journalist, with 
experience and outstanding writing ability. 

—Banking/financial correspondent, with ex- 
perience of economic writing. 


Write to Roger Eglin, Editor, Business 
News, Sunday Times, PO Box 481, Per 
nington Street, London E1 9XW 





would prefer a fixed term appointment 
of at least three years. 


Further information concerning the du- 
ties of the position may be obtained 
from the Dean of the Faculty of Eco- 
nomics, Mr N. J. Thomson, telephone 
(08) 228 5523. 


It is University policy to encourage 
women to apply for consideration for 
appointment to tenurable academic ap- 
pointments. Holders. of full-time ten- 
ured or tenurable academic appoint- 
ments have the opportunity to take 
leave without pay ona. half-time basis 
for a specific period of up toten years 
where this is necessary for the care of 
children. 


Information about the general condi- 
tions of appointment may be obtained 
from: the Senior. Assistant Registrar 
(Personnel) at.the University, or from 
the Secretary General, Association of 
Commonwealth Universities (Appts), 
36 Gordon’ Square, London WC1H 
OPF. 


Salary per 
(superannuablie), 


Applications, in duplicate, quoting ref- 
erence number 4361 and giving full 
personal particulars (including whether 
candidates hold Australian permanent 
residency status), details of academic 
qualifications and names and address- 
es of three referees should reach the 
Senior Assistant Registrar (Personnel) 
at the University of Adelaide, GPO Box 
498, Adelaide, South Australia, 5001 
(telex UNIVAD AA 89141), not later 
than 31 October 1986. 


The University reserves the right to 
make enquiries of any person regard- 
ing any candidate's suitability for ap- 
pointment, not to make an appointment 
or to appoint by invitation. 


annam: ` A$58,348 


















“TEMPORARY LECTURESHIP IN 




















University of Reading 


ECONOMICS 


Applications are invited fora Lecture-" 


ship in the Department of Economics, 
for one year from 1 January 1987. The 
successful applicant will be responsible 
for teaching Quantitative Economics 
and Econometric Methods. Applicants 
with research interests in theoretical or 
applied. econometrics are. particularly 
welcome. Salary scale £8,020 to 
£12,280 per annum (under review) plus 
USS/USDPS benefits. Application 
forms. (two copies) are available from 
the. Personnel Officer, University of 
Reading, Whiteknights, PO Box 217, 
Reading, RGG. 2AH. Please quote Ref 
AC 8616. Closing date 20 October 
1986. 











The Flinders 


‘University of 


South Australia 
School of Social Sciences 
LECTURER IN ECONOMICS 


Applications are invited from suitably 
qualified economist for appointment to 
a lectureship in the Economics Disci- 
pline. The appointee would be expect- 
ed to commence.duties from 1 January 
1987, or as soon as possible thereafter. 
Applicants with teaching and research 
interests in any branch of theoretical or 
applied economics will be considered 
although an ability to teach microeco- 
nomics and/or econometrics at under- 
graduate and graduate levels would be 
particularly welcome. A demonstrated 
research capacity or evidence of re- 
search potential will be required. 


Informal. enquiries may be made to 
Professor Mike Burns, Head of the 
Economics Discipline. 


Salary scale: $A27,859-$A36,600 


Applications, including a full curriculum 
vitae. with details of qualifications and 
experience, research interests and 
publications and the names and ad- 
dresses: of three referees, should be 
lodged,.in duplicate, with the Registrar, 
The Flinders University of South Aus- 
tralia, Bedford Park, South Australia, 
5042, by 31 October 1986. 


EMPLOYMENT INSTITUTE 
RESEARCH FELLOW/ 
’ ECONOMIST 


Applications are invited for two posts at the 
Employment Institute, Responsibilities will 
include specific research projects on the 
outlook, for: employment under alternative 
polities and the expansion of special employ- 
ment programmes. Contributions will aiso be 
made to the general monitoring work of the 
institute on: the performance of the economy 
and the labour market, 
Applicants should’ have strong analytical 
backgrounds in. either macroeconomics or 
the iabour market and in econometrics, 
together with demonstrable ability’ in. ap- 
plied work and presentation. Salaries will 
Fetlect ability and experience within univer- 
sity lectiret or senior lecturer scale, 
Please. write Specilying imlerests. experience. 
qualifications and availability and naming two 
seterees to the Director, Jon. Shields atthe 
Employmerit: Institute: Southbank House. 
Black: Prince Poed d a London SET 78d. Or 































University of Canterbury 


New Zealand 
TEMPORARY LECTURER IN 


: POLITICAL SCIENCE 


Applications are invited for the above 
position in. the Department of Politica 
Science for a fixed term of one, two o! 
three years. The appointment will conr 
mence on 1 February 1987 or as soor 
as possible thereafter on a date to: be 
arranged and will terminate’ no: latei 
than 31 December 1989. 


Preference may be given to candidates 
with expertise in Australian and/or Pa- 


- cific politics. 


The emolument for this position will be 
within the range NZ$30,500.. tc 
NZ$35,000 per annum. 


Conditions of Appointment may be ‘ob: 
tained from the Association of Cx 
monweailth Universities (Appts). 
Gordon Square, London WC1H OPF 


Applications close. with the Registrar, 
University of Canterbury, Private Bag, 
Christchurch, New Zealand, on 28 No- 
vember 1986. 












University of Melbourne 
CHAIR OF MANAGEMENT 


Applications are invited tor appoint- 
ment to a new Chair of Management in 
the Graduate School of Management 
which is one of two national manage- 
ment schools. The School is located in 
anew building adjacent to the Universi- 
ty campus. 


This position is open to candidates 
from fields of accounting (managerial 
and financial), ‘corporate strategy, mar- 
keting, operations management and 
organisational behaviour. 


The appointee is expected to cong 
research, lecture and pencondll 
course development in the MBA : 
gram, executive development pro» 
grams and short courses for managers 
from business and government, and 
supervise doctoral students. 


Applicants should possess a higher 
degree or other relevant academic 
qualifications and have a strong record 
of publications. 


The salary for a professor is $A58,348 
per annum. 


Information regarding details of appli- 
cation procedure and conditions of ap- 
pointment is available from the Regis- 
trar, The University of Melbourne, 
Parkville, Victoria 3052, Australia, or 
the Secretary General, Association of 
Commonwealth Universities (Appts), 
36 Gordon Square, London WC1H 
OPF. 


Informal contacts may be made to 
Professor P. J. B. Rose, Director, Grad- 
uate School of Management. 


Applications close on 15 December 
1986. 

Equal opportunity. inemployment is the 
policy of the University ‘of Meibourn 


APPOINTMENTS 


University of Nottingham 


LECTURER IN ACCOUNTING AND 
FINANCE 


Applications are sought from people 
with an interest in any area of account- 
ing and finance. Candidates should 
possess at least a good Honours de- 
gree and preference will be given to 
those with a professional accounting 
qualification. Applications from candi- 
dates with a willingness to develop 
post-experience courses and/or an in- 
terest in computer-based applications 
in accounting will be particularly 
welcome. 

Further particulars and application form 
available from the Staf! Appointments 
Officer, University of Nottingham, Uni- 
versity Park, Nottingham NG7 2RD 
‘returnable no later than 31 October 

86. Ref No 1068. 


YORKSHIRE REGIONAL HEALTH 
AUTHORITY 
HEALTH POLICY ANALYSIS UNIT 


HEALTH 
ECONOMIST 


Salary: £9,676-£11,884 per annum 


This: is a new post based at the 
Regional Health Headquarters in 
| Harrogate. The Authority is devel- 


oping a link with the Health Eco- 
nomics Unit in York University 
through the Health Economics 
“Consortium, and this post has a 


key role in that process. 
We are looking for a graduate to 
oak ai in the evaluation of 
ealth care policies and to review 
and develap methods of evaluating 
health care in conjunction wit 
medical, statistical and nursing cot- 
leagues in the Department. Proven 
analytical ability is a requirement 
for the post. 
An: application form and job de- 
scription may be obtained from and 
should. be returned to the Person- 
nel Services Manager, Yorkshire 
Regional Health Authority, Park 
Parade, Harrogate HG1 5AH. 
Closing date: 24 October 1986 
Please quote reference number AC89 





The Chinese University 

of Hong Kong 

invites applications for the: post of 
LECTURER/ASSISTANT LECTURER 
IN ECONOMICS 


tenable from August 1 1987. Applicants 
should have a PhD degree or at least 


be a PhD candidate specialising in. 


Economic Theory, Macroeconomics, 
Econometrics or Industrial Organisa- 
tion. Appropriate teaching and re- 
search experience will be an advan- 
tage. Annual salary: Lecturer: 
HK$176,880-200,760 by two incre- 


ments BAR HK$212,700-295,680 by 4 


seven increments; Assistant Lecturer: 


~HK$128,940+164;940 ‘by three ingre- | 


ments (exchange rate approximately: 
£1 = HK$11.7, US$1 = HK$7.8), Start- 
ing. salary and grade will depend on 
qualifications and’experience as appro- 
priate, Conditions of service: Benefits 
include long leave with pay, annual 
leave, sick leave, superarinuation (Uni- 
versity, 15%; appointee 5%), medical 
benefits, educatiori allowance for chil- 
dren and: housing: allowance tor those 
whose annual salary is HK$188,820 or 
above, and for appointees on overseas 
terms, passage benefits for themselves 
and their dependents as well. Applica- 
tion procedure: Applications should be 
made out in duplicate, giving full partic- 
ulars, experience and the names and 
addresses ‘of ‘three persons to whom 
references may be made, and sent 
together with copies of certificates/di- 
plomas/estimonials. and recent publi- 


- cations to the Personnel Section, The 


Chinese University of Hong Kong, Sha- 
tin, NT, Hong Kong before December 
16:1986. Please quote reference num- 
ber 59/509/2/86 and mark ‘Recruit- 
ment’ on cover. 


Freelance FX writers wanted 
with emphasis on practical as- 
pects of. FX exposure 
management. 
co Box No 3500, 
The Economist Newspaper, 
25 St James’s Street, 
London SWIA 1HG 





InterMatrix Group 











UNIQUE CHALLENGE 


You offer corporate experience, international exposure, skills in analysis and evaluation, of 
multidiseiplinary ‘multicounty research, ability to manage and: motivate multinational. project 
teams. In-addition:you will.be highly articulate, numerate, sociable and with a genuine interest in 
helping develop a better future. 


We offer a unique opportunity in a small international consultancy which supports corporate and 





Expansion of Mintel Publications into Europe means more Independent 
Consultants are-reqiiired to research FMCG markets, especially food and 
drink sectors in France, West Germany and Italy. 

A flair for writing with a sound knowledge of consumer goods marketing is 
required. 

Ability to meet tight production deadlines essential, send cv and a sample of 
your work to: 


Nicola Holme, 
Mintel Publications, Kae House, 
7 Arundel Street, London WC2R 3DR 


Henley 


The Management College 


As. a-result of its continuing development the College 
wishes to make a number of academic appointments. 
These will be primarily in the areas of accounting/ 
finance, marketing, business strategy and international _ 
management but outstanding peopie from other disci- 
plines will be considered and at least one position 
needs to be filled in the College’s In-Company Pro- 
grammes Division concerned with the development of 
programmes for client organisations. 

Applicants should:have high academic qualifications 
and ideally should be able to demonstrate substantial 
and successful experience of teaching and tutorial 
support at senior management level. 


Applications, accompanied by a full curriculum 
vitae, should be addressed to 
Professor T. Kempner, 
Principal, Henley—-The Management College, 
Greenlands, Henley-on-Thames, 
Oxon RG9 3AU. 





BUSINESS & PERSONAL 


YOUR OFFICE PUT YOUR MONEY WHERE 





IN AFRICA YOUR MIND IS 
Fully serviced city centre The film-maker DIGBY RUMSEY seeks 
offices and workstations. production money for an entertaining 


short fiim with a powerful Anti-Nuciear 
message. This film is crying out to be 
made NOW. 





PRESTIGE BUSINESS SERVICES 


Box 5438 Harare, Zimbabwe 
Tet: 263-0-70617 12/3 
Th: 2195 JHAPBS ZW 





Please telephone: 01-226 1183 
or write: 
Ga Rees Street, London N1 









YOUR BUSINESS SERVICE 
OFFICE IN SWITZERLAND 


—Company formations in Switzerland, Liech- 
tenstein, Panama, etc. 

—Fiduciary and Trustee service. 

~~Bank Accounts, Bank introductions. 

—Porttolio Management. 

Administering all your business. 


CUT THE COST OF 
YOUR STAY IN LONDON 
Take a furnished, self-contained service 
apartment in Knightsbridge, neat Harrods. 
Fully equipped kitchen-dinette, bathroom, 


phone, colour TV, central heating, elevator. 
Suit 1-2 persons. Brochure. by airmail. 
Knightsbridge Service Apartments 
45 Ennismore Gardens, LONDON SW7 
Tel: 01-584 4123 Telex 261261 Globe. G 





Economist Newspapers Ltd 
25 St James's Street, London SWIA IHG 





PATENTS 


of any kind from any country will be bought by 
enthusiast, Good prices paid tor expired as 
weli as current patents, 

contact: 


Miss J. Grigoteit 
799 Weston Road 
Stough, Berks SL1 AHR 

ited ae. tui 
Telephone (0753) 24131 


institutional clients by providing specialised research, management consultancy and implementa- 
tion services in international strategy and business development. 


The possible result? A rewarding future for both, Your compensation wil commensurate with 
your skills and experiente. The chance of partnership is present. 


We are also looking for additional recent graduates ag research analysts, who are numerate, 
literate and articulate, and are préparedto work to gain experience in a Group among whose 
clients are many of the best known multinationals, 


Please waite with full CV to: Richard van den Bergh, Director, tolerMatrix Limited, 4 Cromwell 
«Place, London SW7 24). i g £ 


A cost effective and professional service 
to assist you in this area. 

~~ Preliminary market surveys. 

«in. depth market/product studies. 

Locate Agents and Distributors. 
Brochure Irom: Loxon Lid. GPO Box 
9378, Hong Kong. Tx 72434 CEINT.HX 











U.S. Department of State _ 


A Career as a 
Foreign Service Economics Officer 


_ An Extraordinary Opportunity to Serve in the International Economic Arena 


Invest a Small % of Your Time by Taking the 
FOREIGN SERVICE WRITTEN EXAM 
-December 6, 1986 


“Registration materials may be obtained by writing: fol i f go 

U.S. Department of State o Bin Application Deadline: October 24 
~ Recruitment Division Paap il 

P.O. Box 9317 Rosslyn Station ae pi Bs N 
"Arlington, Virginia 22209 ooo o o YIELD: High Job Satisfaction 


INTERNATIONAL PROPERTY 


The closer you look at property 
the more yous see SKAMTE 


HERE TISE ENE 


ST-QUINTIN- CHARTERED SURV EYORS-CITY OFE ICE: TELE PHON E:01-236 4040 TELEX 8812619 


FREE GOLF... | BUSINESS OPPORTUNITIES: 
AND A GREAT DEAL MORE . 
‘Scarce ney porn a ree an eau a ees | | T SWISS HANDLING OF 35% AVER AGE 
| age and yeu cml tnega aoit and Sts exchange meniborship af a sevil [ners INTERNATIONAL o 
en e Si 2 
; Thousands of families have made Broome Park Britain's He emier eine umeshare and we ` TRANSACTIONS PER YE AR 
ele ; 


fully expect to be sold out this year. The last remaining weeks are being ared at half price. 


eg “The key company for : : 
* Oct? Clearance price £1,975 + VAT (list £3,950) s Handling pinterna tonal transactions Tt 1 973-1986 


* Christmas/New Year Clearance aie £1,750 + VAT (list £3. 500) * Companies: iraton, domiciiation and -1 F] Advice on US Growth-Stocks with High 


+ Sept/Apr Clearance price £2.475 + VAT (list £4950), ` administration. ; G 4 i i } 
: ' q r Setting up Hadepaders ee i Profit Record Hedge: with Stock index 
A few low-season weeks also available for only £650. B ng alse available at-our other countertradad products “|: Options: Send tor. 13 year Monthly He- 
: resorts. in Spain. Portugal and Malta, Look no further., enjoy 3-star quality day at prices you * Fiduciary an and trustee services “sul Mir ‘i y y 
| -can afford. Be our gusset for. lunch to see how good these offers really are: Free loan video ae {d sults, Minimum portfolio $50,000. 
“| offer (£9.93 deposit ni po =| Wate or call: Edwin Hargitt & Co, SA, 
oui teii et ra heels pocbi al anain, E jeneva, Switzerland - | | Ave de Savoie 10; Suite 38 Ch-1003 
ATIONAL PRI vil Ri PARK. fE 5980 r Lausanne, Switzerland. Tel: +41 
NR , CANTERBURY, KENT C arn © : 200974. Tix: t z 









BUSINESS & PERSONAL 





SPEECH WRITER, editor, coach. Ex- 
ecutives/professionals/politicians. . . . 
Professional: speech writing, editing 
and coaching available. Write to Box 
No 3498, The Economist Newspaper 
Ltd. 












ANCESTRY TRACED 
BURKE'S PEERAGE will trace 
YOUR ancestry with the same dili- 
gence it is renowned for in tracing 
great families of the world. 


For further. information contact: 








AUTHORS! Send Your Manuscripts. Burke's Peerage * 
Biographical, Fiction, Travel, Poetry, 199 Now Bond Street 


etc: for Book Publication. Reasonable 
terms, Stockwell, Dept 75, Ilfracombe, 
Devon, England. (Estd 1898). 


Telephone: (01) 491 2734 


























PETROLEUM ENGINEERING 


VALUATION OF OLG GAS PROPERTIES @ PRODUCTION 
IMPROVEMENT @ VERIFICATION SERVICES © 
SCREENING OF DRILLING B EXPLORATION PROSPECTS 
© GAS SUPPLY & DELIVERABILITY STUDIES @ 
PROPERTY MANAGEMENT © 


JACK SCHRENKEL & ASSOCIATES, INC. 
Consulti tin ‘Petroleum Engineers 
20 South Borton 
Tulsa, Salamone, U.S.A, 74103 
(918) 582-7900 _ Telex: 701481 UD 


COMPUTER MODELLING 


Computer Simulation and Systems Dy- 
namics Modelling can assist in all 
financial and corporate planning. as 
well as scientific and. technical prob- 
lems, For turther information contact: 


BRUNDEAN Ltd, 16 Jacobs Well Mews, 
‘ome sre unten Telex 8811725 


PREPARE FOR SDI 


Training in US military and NATO 
standards in software documenta- 
tion, quality, reliability, configura- 
tion management, proposal writing, 
contract management. By US citi- 
zen with 25 years’ experience. 
Bi stkoddv 29 1312 Slepende 
e: v. 23, e LN 
Norway. (472) 51 95 42. 


US INVESTMENT 
OPPORTUNITY 


Private Island in most attractive 
Atlantic Coast Sun-Belt Resort 
area; infrastructure already com- 
pleted; if desired, can be used for 
US immigration purposes. Priced at 
USSI 5A . For furt t information. 
contact: 

Contact: Edward P. Gallagher, Esq. 
SHOWCASE PROPERTIES, Inc. PO Box 
70302,.Washin an, DC 20088 (USA). 
Tel: (301) 951- 


47% profit 
to our investors 


Please contact us for a copy 
of the investors’ 1985 Finan- 


AFRICA LOW COST Flight specialists. 
African World Travel Services, 01-734 
7181, 734 7182, Sth Floor, Radnor 
House, 93 Regent St, London W1. 





PANAMANIAN CORPORATIONS pro- 
vide complete confidentiality and zero 
tax liability.. We offer company forma- 
lon services:on a fast, reliable and 

2mpetitive basis. H. |. Darlington, 
POB 1327, Panama 9a, Panama. Tel- 
ex: 3121 KENKA PG. Tel: 23-0834 or 
23-4819 (evenings 23-6779). 


























THE KRIEBLE FOUNDATION 


was established as an. operating foundation to toster 
examination, understanding and support af the free 
enterprise system and its underlying values. Through 
the active conduct of economie research and analysis 
and other related scientific and educational activities 
the Foundation. will sponsor proposals from individuals 
for papers relating to the examination of these issues, 

Letters outlining the sope of guch research shouid 
be submitted to The Krieble Ae i PO Box 
1985, Ne ewington, Connantiont 












































INDUSTRIAL LEATHER HAND. GLOVES. 
FINISHED LEATHER GARMENTS, TRAVEL 
GOODS, SMALL LEATHER GOODS, HAND- 
BAGS, LEATHER CASES FOR CAMERA 
AND INSTRUMENTS. 
CONTACT; 

©) PEOPLES PRODUCTS LTD 
61, ROAD 6 -A (NEW), OHANMOND! B-A 
DHAKA 4, BANGLADESH 
TEX: 255513 SSL Bu 
PHONE: 325293, 313084 


MONEY 


Management, capital raising and in- 
vestments in the US. Discreet and 
confidential, Only participants with 
substantial amounts need inquire. 

For further information contact: Rich- 
ard N. Friedman, Esquire, Suite 616, 
100 North Biscayne Bivd., Miami, Fi 
33132. Tel: 1-305-377-0988. 


THE 
ECONOMIST 


For information about 









































































































classified advertising cial Statement audited by 
opportunities leading mternational char- 
Eligstveih fis ne tered accountants. l 

The Economist Newspaper Lid We are exchange advisers. 
25 St James's Street Our investors also made prof- 
London SWIA IHG its in 1982, 1983 and 1984 of 


Telephone: 01-839 7000 














Telex: 24344 ECON G 52%, 41% and 43% 
or respectively. 
Margaret Medlock Tox Associates Aps. 








The Economist Nes 
10 Rocketetie 

New. York. NY 100 
Telephone. 212 
Telex. 148393 


DK 3080, Tikob, Denmark, 
Tel: 2.24 80 85, Fax: 2 10 10 64 


bonden New York Chicago 
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OVERSEAS POSITIONS 










a 
] oftere $ 
the best in setf-instructional foreigh a 
a, tanguage courses using audio cassettes i Hundreds oftap paying positions available 
E featuring those used to train US. State now. Tax-free incomes. Many attractive 
i Dept. personnel in Spanish, French Thai A benefits: Opportunities for all occupations, 
German, Japanese. à i skilled: trades, professionals, manage. 
@ Arabic, Chinese, ear n meni, technical personnel etc. : 
I Greek and many E For fee information about our publica- 
others, s tions, write: 
:°" aforeign! Sean pope vey, pet 
: n X ‘own of Mou a 
ı language on: Quebec, Canada HOP3C7. 7 
i 
‘yourown! | AGENTS 
I For Catalogue, call or write: a 
EO O aione o B REQUIRED 
X London W8 Zik. 01-937 1647 a 


ee n m oo a a 


We would like to talk 


TO YOU 


if you or your company are: 
1. Financial Consultants 
2. Investment Brokers 
We are looking worldwide 


FOR AGENTS TO 
REPRESENT US 


We have an established history of suc: 
cess in Commodity Fund Management 
and now we wish to talk seriously with 
peapie who would like to ke involved 

in 


THE 
EXECUTIVE HOTEL 


57 PONT STREET 
(CADOGAN SQUARE) 
KNIGHTSBRIDGE 
LONDON SW1X 0BD 
Tel: 01-584 2121 


Located in London's most 


prestigious residential area. bya yng Ala otal geet} 


based in the City of London and 
by twa centuries of trading 
offering 

managed funds that have outperformed. 
all our competitors 

together with 
very attractive commission incentive 
earnings and excelent sales support: 
from Head - i 
lf you wish to hear further on the: 
terms of an agency agreement with 
us please write to: 


Only a short stroll away from 
Harrods, fashionable Knights- 


bridge. shops, and world 
famous Beauchamp Place. 


All rooms with full. private 
facilities. Colour TV. Direct dial 
phone. Hairdryers. Coffee/Tea 
makers. Substantial buffet 
English breakfast. 


Pox s i 
Singles: £38 + Vat. The Economis' 

; : 25 St James's Street, 
Twin/Doubles: £45 + Vat. London SWIA IHG 













A £5,000 into Y ANo tax 
£64,000 injust5 year deducted at source 
A Fully audited track A Limited liability 
record Minimum investment 
A Futures managed £5,000 or sterling 
account programme equivalent 


[Oe ee ee cee a oe sk aa oane mee van a 


| Please send me details on your investment Programme ECONO 





U Nome 
y O 


CSTE TD 


tComputer System Trading Company Lid, 5-9 Hatton Wall London ECIN 8HX 
mnanaa T Gl AON RAP A MT telor 22553 C. ae Bocs 01-405 74 (9 


m. 


Address 
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When youre used to top 
quality on the ground,;why 
put up with less in the air? 


When you fly VARIG to Brazil, you can be sure 
of the same quality of Service in-flight, as you’d 
expect in your business life on the ground. 

Whilst other airlines look after their First Class 
passengers, VARIG lavishes attention on all three 
cabins. Served on bone china, with linen napkins 
and crystal glasses, VARIG’s. in-flight cuisine has 
won the coveted Air Transport World award for its 
standard of excellence. 

With more non-stop flights than any other 
airline and a total of 25 flights a week from Europe, 
VARIG provides top service for the businessman. 

So if you've got to fly to Brazil on business, 

come and see why VARIG is called “The 
» most elegant way to fly.” 
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ECONOMIC AND FINANCIAL INDICATORS 1 


THE ECONOMIST COMMODITY PRICE 
INDEX The third year of the five-year 
grain agreement between America and 
Russia has ended. Under the terms of the 
pact, Russiais supposed to buy at least 4m 
tonnes of wheat and 4m tonnes of maize 
from America each year. In 1985-86, 








OUTPUT, DEMAND AND JOBS The output of Japanese industry fell 2.7% in the 
year to August; it is back at the same level it reached in March 1985. Industrial 
production in Belgium rose 3.6% in the year to June. In Sweden, GNP growth slowed to 
0.9% in the year to the second quarter. In August, the unemployment rate was 10.2% 
in France.and 13.4% in ltaly—both higher than.a year ago, but Beigiurn’s rate fell from 
13.8% to 13.0% in the same period. 































































































% change at annual rate aa 
industrial production PT retall sàles ployment % rate Russia imported nearly 7m tonnes of 
3mthst tyear 3mthst year  3mithst 1 year latest year ago maize from America out of a total of 12m 
-24 +38 (4) -15 +. 0.7 6) ~ 20 +12 6 83 (8) . 83 tonnes. Although itimported 16m tonnes of ; 
“+ 3.6 om “na na +53 EAT Gf 13.0 (8) 138 wheat, most came from the Eec, Canada 
z TA at t E ta 26 6 ye ie: zo ws and Australia; only 150,000 tonnes came 
Fis paa BT) tea 20 7) a6 O 337 from America. In August, the Americans 
B4 F407) 8 aaa TG) + 28 + +o @f i463" i697 _ Offered Russia a subsidy of $15 atonne on 
+24 (6) - 04  “+.22@) +i5.6 +220 19.4 By 124 wheat, but Russia was stillable to buy more ` 
Tear 8) + 36 + 9.6 (6) +72 + 67 5) 29 (7) 2.6 cheaply elsewhere. 
MEFA +128 @ Tne. 68 Ut AT 6} 20.4 (8) 19.9 
~ 64 +04 (7) - 61 "409 @ F389 +2 28 8)" 3.0 2 
aaa wae a Sad ESE OT 18s 80 Git 07 0a 19007100 sels. Soaks eas ta 
-55 F347) +07 4 146) +10.3 +46 (6) i176) a eileen be 
exit as ee A 2610) 4 8 at AT fA N T AON ae I Della: index 
Value index diated py CP, ; ; All items 76.7 76 +17 +68 
Food 818 814 + +51 
PRICES AND WAGES Prices continue to Tali in West Germany: wholesale prices — peustrial 
dropped 3.6% in the 12 months to August and consumer prices fell0.5% inthe yearto ai 703 70.5 +30 + 60 
September. Japanese consumer prices rose only 0.1% in the year to August; in Nfa* 774 78.1 +44 +97 
Belgium, they rose 0.9% in the year to September. In Holland the 12-month rate of —_ 51 47+ 20+ 34 
ri ; in’ At y Størling index 
wage growth slowed to 1.5% in August peti seam.” Aai gd ota 
% change at annual rate Food 131.2 130.7 +31 + 25 
consumer prices" wholesale prices* wages/earningst industrial 
t year 3 mthst 1 year All 12.7 9 118.1 +61 + 3.4 
6 (4 7 . ; . + 75 i 
oat l : + 5.0 f 
oe Bi 4 
i K: 
ict 1.9 
(8) + 5 A) 03 
(6) + 0. 1.5 (8) industrials 
— 1B + 29 + 5.0 (6) Al 757 75 +32 -75 
n. =10.3.(8) + 28 38) Nfa 831 838 +46 ~ 42 
Spain. 13 6) F109 "F106 6) Metals 71 69.4 +22 -97 
Sweden EIS AO +39 (N Gold i : s = 
j ~ 3.8 (8 +18.9 + 3.8 (3 4 
ie as a TE 3 $peroz 433.00 423.63 +78 +2: 
Boz BESES 12 $82 8 Crude oii North Sea Brent 
gijou 


wage ates In mandlaciurh except Australia, oo e inii and Switzerland, monthly earnings; Belgium, 
LGA, hourly earings: UK. monthly earnings for me 


FOCUS: TAXES Since 1980, taxes 
have continued to rise as a percent- 
age of Gor in 18 of the 23 o&co 
countries shown in the chart. The - 
biggest rises were in Italy, where the 
tax burden increased from 33% of Gop 
in 1980 to 41% in 1984, and Greece, 
where the ratio rose from 29% to 35% 
during the same period. Five countries 
have succeeded in reversing, or at 
least halting, the trend: America, West 
Germany, Holland, Turkey and Lux- $ #2 
embourg. In Turkey taxes were equiv- 

alent to only 16% of its. app last year— 


la, Sweden 


Sperbarel 13.50 13.95 - 6.7 50.7 
"Non-food agricuiturals. ; 





Total tax revenue as % of GDP -n Q- 


@ 1980 
1985 (provisional) 


D 








by far the lowest ratio of any OECD bj b < b 19 
country. Despite Mrs. Thatcher's S| Sl Bl a Hi : a 3 t x| « 

hopes, Britain’s taxes rose from 35% zi El <i 3] 3| Sl 3| al 3 zl sl Zl gi <| $1 Sl el Sl al E H $ 
to 39% of @oP during the five years to 2 F A S| 3] 21 E Sl | S| E =] 3| S| 3 3] 2| 2| $| a] 2| 8 ‘ 
1985. Source: OECD f : #1980 and 1984 










: Footnotes -applicable to al Tables. "All figures seasonally adjusted except where otherwise stated. “Not seas. adj. fAverage of latest 3 months 


compared | with average ot. previous 3 months, at annual rate. n.a: Not suman, Small "gures in brackets denote month of indicator. 


















the economies with sizeable bourses, 
market capitalisation grew faster than 
_Gop during the ten years to 1985. This 
is because share prices have out- 
paced inflation and more companies 
have become listed on stock ex- 
changes. At the end of 1985, Hong- 
kong's market capitalisation was 
equivalent to 112% of its Gop. At the 
other extreme, the capitalisation of the 
Paris bourse was only 13% of 
France's app, mainly because French 
companies have always been more 
dependent on debt than equity as a 
source of finance. Although the United 
States boasts the biggest stockmarket 
in the world, ($2.0 trillion at the end of 
1985), this is smaller than Japan’s or 
Britain’s in relation to its GDP. 












Hongkong 
Switzerland 
Britain 





Japan 
United States 
Canada 
Australia 
Singapore/Malaysia 
Holland 


Sweden 





Market capitalisation 
as % of GDP 


1975 





Source! Morgan Stanley Capital international 





TRADE, EXCHANGE RATES AND RESERVES America’s visible trade deficit widened to $164.8 billion in the 12 months to 





TARARES EEEE EEE ES NS A A DO SE 
WORLD BOURSES Stockmarkets tumbled on disappointment that the Group of 
Five big industrial economies failed to agree to cut interest rates. In London, fears of 
higher rates knocked 3.5% off share prices. 

























































































Stock price indices % Change on _ 
Sep 1966 one one record 31/12/85 
30 high low week year high in local in$ 
Australia 1246.9 12590 10108 +10 
Belgium 3801.5 40343 27669 -21 
Canada 2979.4 3129.1 2754.0 ~ 0.9 
France 379.5 412.5 267.8 283 
W. Germany 1966.2 22788 1762.4 - 26 
Holland 276.4 301,0 2403 -35 
Hongkong 2068.4 2068.4 1559.9 + 38 
italy 788.2 962 454.7 36 
Japan 178529  18936.2 12981,5 +08 4 
Singapore _ 804.3 8552 5633 -19 
South Africa 1379.0 1392.0 1019.3 -01 
Spain 1978 204.2 1008 + 34 +140 
Sweden 437.2 2620.8 17296 -03 +78. 
Switzerland 542.4 625.5 497.2 - 08 13. ; 
UK 1227.0 14295 10943 -35 -139 + 84 + 8&6 
USA 1767.6 1919.7 1502.3 ~ 17 -79 + 143 + 143 





ALT TENS RE LEE EN EEE NL ON AC oR ETE TEE ES ETE, 
MONEY AND INTEREST RATES Britain's short-term interest rates rose by almost 
a full percentage point during the week, to 11.1%; long-term government bond yields 
rose to 10.5%. America’s government bond yields eased slightly. 


Money supply Interest rates % p.a: (Tuesday, except bonds which are previous Friday) 
% rise on yearago Money market Commercial banks Bond yields. ~ Burocurrency 
Narrow Broadt Overnight 3months Prime Deposits Gov't Corporate Deposits Bonds 
lending 3 months long-term S months 
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+16.5 (8) “40.25 0510.54 iat 70.88" 
+ 86 (8) 6.00 5.70 750 5.50 7.63 9.80 6.06 
Other key rates in London 3-mth Treasury Bills 9.7%, 7-day Interbank 9.6%, clearing banks’ 7-day notice 4, 4% 
Eurodollar rates (Libor): 3 mths 6.1%, 6 mths.6.1%. 


4M2 except Australia, Canada, Spain, Switzerland, USA, W. Germany, M3, Japan M2 + CDs, UK £M3. Definitions of interest 
rates quoted available on request. Sources: Bank of Bilbao, Chase fanhattan, Chase Econometrics, Banque de Commerce 
(Belgium), Nederlandse Cradietbank,. Credit: Lyonnais, Svenska Handelsbanken, ANZ bank, Credit Suisse First Boston. These 
rates are indicative only and cannot be construed: as offers by these banks, 
























August, compared with $130.4 billion in the year to August 1985. Japan had.a record trade surplus of $8.8 billion in August, taking 
the 12-month surplus to $78.2 billion; its current-account surplus reached $71.9 billion. The dollar’s trade-weighted value fell 0.5% 
during the week, and sterling’s fell 1.0%. The pound has dropped by almost 30% against the D-mark since July 1985. 















Trade balance’ current- Trade-weightedł currency units per $ currency units foreign reservestt 
$bn account exchange rate $bn 
latest latest 12 balance $bn i 
months latest 12 mths latest yearago latest year ago per £ per SDR per ecu July year ago 
- i 1. . 1.64 5. 6.6 
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Your pleasure is a priority on Sabena Business Class. 
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Sabena. 
Savoir faire in the air. 


Sabena Business Class. 
We put the emphasis on class. 


With their intercontinental Business Class, 
Sabena have thought of everything. 

Enjoy the brand-new ergonomic chairs in the 
extra roomy cabin at the front of the DC-10’s. 
Special check-in facilities, spacious lounges 
at most major airports, priority boarding and 
unboarding will keep you away from the 
crowd. 

You can sit back and relax while our spe- 
cially trained cabin staff serve you compli- 
mentary drinks - including champagne - and 
a choice of menus served on fine tableware. 
Perhaps you'd like your favorite magazine, a 


hot towel, some music or a good movie ? No 
problem. And when you arrive, you'll find 
your luggage is the first to be unloaded. 
That's Sabena savoir faire. 

Should you depart from or arrive at Brus- 
sels international airport, you'll be delighted 
by the friendly, hassle-free atmosphere. And, 
it's only minutes from the heart of Brussels. 

Whether you travel far or near, it's a real 
pleasure with Sabena Business Class. 


Your travel agent or Sabena office has all the 
details. 


Make sure you're booked aboard SA 


BELGIAN WORLD AIRLINES 





IMPACT-FCB Belgium / SMM516 


Time to go offshore 


Foreign & Colonial Reserve Asset Fund 


Corbiere Lighthouse. Jersey 


The Foreign & Colonial Reserve Asset Fund is an ideal vehicle for the international investor, 
offering a comprehensive choice of cash, bond and equity funds with good liquidity. With near 
to $75 million already invested in eleven different funds, Foreign & Colonial Reserve Asset 
Fund Limited is incorporated in Jersey and listed on The London Stock Exchange. 

Benefit now from all the advantages of an offshore investment which has consistently 
outperformed all the relevant indices and has banking and security facilities available in Jersey. 
Initial charges are only 1% on the first US $50,000 invested and are lower thereafter. 


How to proceed 


Mo: Foreign & Colonial Management | 


The minimum investment is £5,000 (or | 
currency equivalent). Shares in the Fund may 

be purchased only on the basis of the current | 
registered prospectus. To receive a copy 

simply complete and post the coupon. | 


Foreign& Colonial 


issued by Foreign & Colonial Management Limifed— 
licensed Dealer in Securities. From-origins in 1868, it 
today advises funds of approximately USS 2.5 billion. 


| 
L 


(Jersey) Limited E 270986 | 
14 Mulcaster Street, St. Helier, 
Jersey, Channel Islands. | 


Please send me the Foreign & Colonial 
Reserve Asset Fund Limited Prospectus. | 
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Challenge 
in the Pacitic. 


The Pacific: an incredibly 





buoyant market. 

From aluminum in Sydney 
to electronic wizardry in Tokyo, 
there’s a billion opportunities. 

Banque Indosuez is in 
22 countries throughout Asia 
and the Pacific and we've been 
therealong time. In some cases 
for over a century. 

From Karachi to Los Angeles, 
from Wellington to Seoul, 
Banque Indosuez can help you 
confront the challenge in the 
Pacific. 

Banque Indosuez, present 
in 65 countries, opens up a 
whole world of opportunities. 


BANQUE INDOSUEZ 


Head office : 96, boulevard Haussmann, 75008 Paris 


TOKYO: electronic wizard 


BANQUE INDOSUEZ. 
A WHOLE WORLD OF OPPORTUNITIES 
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Can investment and 
commercial bankers 
learn to appreciate each 
other’s strengths? 








You hear a lot these days about the clashes between investment : 
and commercial bankers. At Chemical we are more impressed with 
what they have in common. In fact, what is conspicuous at our bank is 
that both are busy learning each other’s skills. 

Our commercial bankers — trained to become experts in their 
clients’ businesses and to make the tough decisions to commit the 
bank’s funds—are now employing a wide range of new transactiona 
techniques to supplement traditional commercial loans. 

At the same time, our investment bankers have learned to use 
the capital and global network of a money center bank to bring new 
muscle to their transactions. They’ve introduced new ways of 
addressing customer problems and are constantly inventing more 
solutions. In the process, they’ve formed broad relationships with our. 
customers. 

In short, our bankers are even better prepared today to 
anticipate changing customer and market requirements. Manage 
ment at Chemical is also committed to this change: By making bot! 
commercial and investment bankers business partners. By givin 
both performance incentives tied more closely to transactions. B 
rotating assignments at the bank. By locating one of the mos 
sophisticated global trading operations at our world headquarters. 

At Chemical, we're not just helping two different kinds o 
bankers work together. We are, instead, creating something 


new: a banker with the skills CremicaLB ANK 


of both. . ie bottom line is excellence. 
USS 











Business Class of 2001. 





A: Cathay Pacific, we’ve always been slightly ahead of our time. 
We were the first airline in Asia to introduce a real Business Class, the popular 
Marco Polo Business Class. And, in keeping with our prime objective, helping all our passengers 
arrive in better shape, we've pioneered longhaul non-stop flying. For example between London 6 
and Hong Kong and Hong Kong and Frankfurt. 
But not content to be the first with a Business Class we’re constantly improving it. 
And we're extending our pioneering non-stop route from Hong Kong to Vancouver to include 
San Francisco. 
So when these businessmen of the future take to the skies, they know that now 
and in the year 2001, Cathay Pacific, Hong Kong’s airline, will continue to help them 


arrive in better shape. 





Arrive in better shape— 
y | 


The Swire Group PH AMN 


Capital of capital 


Welcome, foreigners, to the 
į new City of London, page 13. 
More like Rudioff, page 79. 
Midland Bank under Sir Kit, 
page 80. 
Our cover idea cribbed from 


Kleinwort Benson 


After Reykjavik 

How to tell how it went, page 
14. The road to Iceland paved 
with good concessions, page 

}. The 14-superpower 

„geting, page 41. Limits of 
Gorbachev's glasnost, page 
15. Why Reagan was happy to 
take a trip, page 34. That sunk 
sub, page 32. Good 
Gorbachev book, page 90. 
EE AS RE RE Re EN 
‘No quick fix 

America’s economists take the 
long view, page 34. How far 
should the dollar fall?, 

page 65. 
ELLA TRE 
Don’t, Craxi 

Italy's prime minister is 
tempted to break a deal, page 
16. A deal with Libya he should 
never have made, page 42. 


Unusual story 
Good news from the UN, 


| Tory revivalists 
‘High hopes, but unradical 
“policies, at the British 


Conservatives’ conference, 


| page 49. Nobody's monetarist 


now, page 50. Lord Avon's.’ 


-mistortunes, page 89. Jim 
Prior's complaints, page 90. 
AE 


ill-starred chamber 
Why. Mrs Thatcher has not cut 


government expenditure, page 
16. But Britain's buses run free, 


page 51. 


Iran bends a bit 

Not quite as tense in 
Khomeini's Tehran-as you may 
have thought, page 26. Its 


| trade fair, page 62. 


D = Demand 





Quantity 


How markets work 


The first of a new series of 
Schools Briefs, page 70. 


Catcalls 

Boo, hiss, to Japan's feline film 
success, page 94. And to its | 
arthritic short-term money 


markets, page 77: Competition 


on its telecoms, page 66. 


Volume 301 Number 7467 


World politics and current affairs 


Capital of capital 
The road from Reykjavik 
What's fit to print in Russia 
The Craxi temptation in Italy 
How Britain's public spending isn’t cut 
Pumping subsidies into cars 
Facts, damned facts and whoppers in America 
International: The taxis of Tehran wait for that offensive; |. 
Steps to the summit; United Nations; India; Japan. and 
China; China; Caribbean; Uganda; Colombia; Submarines 
American Survey: Hunkering down for the long haul; The. | 
administration; Disney World; Wisconsin; Colorado; s&s. f 
Australia; Maternity leave 
Europe: Why there were only 14 superpowers in Reykjavik; 
Finland; Italy and. Libya; West Germany; Shopping hours; 
Holland; Hungary; Spain and Latin America; The press in 
Italy; Naples 

49 Britain: Tories: alltogether now: The economy; Bus 
deregulation; Trespass; Television and political parties; 
Blacks and thẹ law; Rover; Northern Ireland; Irish studies 


ESATA AR ENN ARNON IOE ERE ET EET PAE EEEN ANE ETT ETS TT EE EIS 


Business, finance and science 


59 Business this week 
61 World Business: Package tour prices fly back to the 
future; Tehran trade fair; Sanctions on South Africa; French 

fashion; Nigeria; Motor shows; The dollar; iam and Sperry; 
Personal computers; Japanese telecoms, Neue Heimat 
Schools Brief: Marvellous markets 
Finance: Unfurl the golden parachutes at Bank of Ameri- 
ca; Drexel Burnham Lambert; Carl Icahn; Japan's mone 
markets; Foreign share listings; Securities and Investments 
Board; Rudloff; Midland Bank/Samuel Montagu 
Science and technology: The cancer drug that helps you 
to help yourself; Vaccines; Climate history; Cocaine 
Economic and financial indicators: Output, prices, com-. 
modities, stockmarkets, interest rates, trade, currencies, 
plus a look at developing countries’ debt, and oil stocks 


Arts, books and letters 


89 Arts and books: Goose of Avon; James Prior; Mikhail 
Gorbachev; Genocide in the Ukraine; Shelf registration; 
Japanese schmaltz 
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Ricardo lives? 


'Sir—In your article on rewriting 
< -GATT’s rules (September 13th) 
¿you assert that the Uruguayan 
+ “trade talks will determine wheth- 
er international trade is managed 
by national- governments, or 
“whether “the still sound principle 
¿vof comparative advantage is re- 
_o discovered”. Nowhere in the arti- 
cle can I find an explanation of 
chow sound you still believe that 
--Ricardo’s principle is. 

Many of us who understand 
product development and manu- 
facturing technology have felt 
~ that, since the 1970s, compara- 

tive advantage has ceased to ap- 

ply in manufacturing, except per- 
haps in aerospace and a handful 
of economically insignificant in- 
».dustries. Now, when a developed 

country loses an industry to a 

developing one, it has nothing in 

prospect of remotely equivalent 
value with which to replace it. 

High-tech. industries like elec- 
tronics can move almost any- 
‘where in two or three years, the 
resulting combination of the most 
modern manufacturing methods 
‘with low-cost labour and social 
structures giving an overwhelm- 
«ing competitive position which 
erodes the originator’s trade far 
more rapidly than it can be re- 
placed by other products, There 
is plenty of evidence of this and 
little of the obverse. 

In your capacity as editor of a 
serious newspaper, and with the 
background of the GATT negotia- 
‘tions, I think it is your duty to 
convince people like me that Ri- 
cardo is still alive, because at 
¿present we do not believe it. 


Tuoro-sul-Tasimeno, 
Italy D. T. N. WILLIAMSON 


SIR—In your report you say “the 
_ developing countries are split” in 
their strategy in the trade round. 
However, as you also point out in 
‘your leader on GATT (‘Soaked 
by protectionists”) in the same 
issue, protectionism hurts every- 
`- body in almost every country. 

Although we may still classify 
the trade conflicts according to 
conventional yardsticks. such as 
north v south, developed v devel- 
oping countries, perhaps the best 
vone would be: suffering consum- 
ers and taxpayers v` inefficient, 
but rich, farmers and workers. 
Uppsala, 


“Sweden L B. ane 
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Homelessness 


SIR—-Your article on homeless- 
ness (“No place like home”, Sep- 
tember 20th) is flawed by one 
omission. It is not possible to 
understand the rapid rise in Brit- 
ain’s homeless in recent years 
without relating it to the parallel 
reduction in the public-sector 
housing programme—down from 
174,000 house starts in 1975 to a 
mere 33,000 in 1985. 

This, coupled with sales of 
public-authority dwellings, has 
reduced the options for people 
who need rented housing. It has 
also reduced many councils’ abili- 
ties to cope with their statutory 
obligation towards the homeless. 
The result has been the rise in the 
use of bed-and-breakfast. hotels, 
which your article highlights, 

Not only are bed-and-break- 
fast hotels unsuitable for families 
with young children and often 
squalid and unsafe; they are also 
costing the taxpayer far more 
than would the provision of more 
council housing, The cost of help- 
ing a family with-one child in a 
bed-and-breakfast hotel is esti- 
mated at £10,810 a year; the cost 
of a new council house would be 
£6,074 a year. 


House of Commons, 
London Nick RAYNSFORD 


Chinese workers 


SIR—In your article “All in a 
day's work” (September 6th), 
you have omitted the fundamen- 
tal issues which arise as a result of 
the recent “enterprise autono- 
my” reforms in China. 

The greatest difficulty faced by 
a manager is not the inertia of 
bureaucrats, but problems of cul- 
ture. Years of political debate, 
which have propounded the no- 
tion of full employment at almost 
any cost to productive efficiency, 
have led to cultural incapacity 
for, or lack of interest in, hard 
work among many Chinese em- 
ployees. Underemployment 
stands at about 50% or more. As 
long as wages stay miserably low, 
and are accompanied by high 
subsidies from the state, there is 
little incentive for workers to im- 
prove their efficiency. 

Bonus schemes have been in 
operation for some time now, 
and while these have. apparently 
had some success, the social aver- 
sion to individualism has. made 
the giving of large payments to 
particular workers difficult. Man- 

eek in December 
Printers Sdn 
Newspaper 





= possible repercussi 








ge ed about 
e ons of such 
“diverse. action’? and have been 


_ known to set production targets 


excessively low so. that everyone 
gets a large bonus, irrespective of 
productivity changes. 

The average factory ‘manager 
in China has problems to contend 
with, but they come from below 
as much as above. In any case, he 
does not have such a bad time: he 
never has any union troubles; he 
has. no worries about takeover 
bids, and if the worst should 
happen, and his company folds, 
he will- simply. be moved to a 
similar position elsewhere rather 
than be thrown on the dole, 


Hongkong J. McLintock 


IBM 

SIR~You. comment (September 
20th) on the IBM corporation's 
recent announcement of a volun- 
tary retirement incentive in the 
United States. The headline 
asked “Has IBM abandoned full 
employment?” The answer is no. 
IBM remains as committed to full 
employment as ever, and: this 
action is but one example of.the 
steps being taken to preserve this 
important IBM tradition. 


fey A. B. CLEAVER 
Portsmouth, Chief Executive, ism 
Hampshire United Kingdom 
Cricketmanship 


SIR—“‘Nobody wearing green 
was allowed into the (cricket) 

` ground” when India played Aus- 
tralia recently in Kashmir, you 
say (September 20th). As green 
(and. gold) are the Australian 
national colours and as such lib- 
erally decorate the touring team’s 
attire, blazers, caps, pullovers 
etc, might one assume that the 
wily Indians have discovered a 
foolproof way of defeating the 
lads from down under? 

Could it be worth suggesting to 
the oft-tormented England selec- 
tors that our grip on the Ashes 
could be immeasurably strength- 
ened simply by following the lead 
of our. friends on the subconti- 
nent? By banning a certain Carib- 
bean shade of maroon from our 
major: grounds, England could 
(with deference to New Zealand) 
be restored to cricketing pre-emi- 
nénce, at least at home. 


Or isn’t that cricket? 
Taipei, 
Taiwan MARTIN C. Cowley 


Secondary education 
SIR--Norman Macrae is right to 
want good schools and teachers 


to take business away from the 
others (September 20th)... 


Economist Newspaper Lid. 











However, the education mar- 
ket is. sticky: few consumers; 
whether parents. or employers, 





are willing or able to state. what 


they really want (cf, cosmetics); 


“comparative information is rarely 


given by either the schools or a 
critical press (cf, the legal sys- 
tem); change when you have 
made a mistake is difficult (cf, 
forestry or marriage). Further- 
more, the sluggishness of our fee- 
paying schools shows that even 
for them the pool of good school 
governors is not big enough. Why 
not scrap all age-based rules and 
both pay teachers and release 
‘pupils according to what they can 
do rather than how long ‘they 
have been doing it? As for thug- 


- gery, disperse rather than: con- 


centrate 15-25-year-old males. 
York ROGER DEPLEDGE 
SIR—As a former headmaster 
both a grammar school and A 
comprehensive school, I am sure 
that Mr Macrae is absolutely 
right to stress the need for work 
to have a strong academic basis. 
The change to compréehensives 
has resulted inthe loss’ of aca- 
demically well qualified staff. We 
need to recruit them specifically, 
by promising good academic 
work (it is ludicrous to expect, 
say, an able mathematician to 
waste his talents on the lowest 
set, struggling to keep order).and 
by allowing them into the schools 
ona lightened timetable, with 
some spare time for observing 
others. They can do the equiva- 
lent of the. PGCE ona holiday 
course, reading Michael Marland 
rather than Piaget. The experts in 
key subjects, such as mathemat- 
ics and physics, should be paid 
well over the rate for normal. 
teachers, 
Salisbury, 


Wiltshire V. G. WRIGLEY : 


SIR—Mr Macrae confirms the in- 
effectiveness of British schooling 
for the 14- to 16-year-old less- 
academic pupils, who°are poten- 
tially no less able than their 
peers. Their sad state is shown by 
their 40-50% absence rates over 
large areas of the country. (This 
implies 100 days in school and 
265 days doing what?) 

He also indicates, but does not 
stress, an immediate remedy: ap- 
prenticeship. He quotes 40,000 
apprentices in Britain, against 
600,000 in West Germany who 
spend one day a week in small 
(200-400 pupils) -Berufschule. 
Hence the high staying-on rates 
in German “tertiary” education. 

The. Dutch are equally effec- 
tive in vocational schools ofcom 

1 25°St. James's Street, HATHG. 
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EXECUTIVE FOCUS _ 


THE AGRICULTURAL PROJECTS MONITORING 
EVALUATION AND PLANNING UNIT 
{APMEPU) 


KADUNA — NIGERIA 


The Agricultural Projects Monitoring, Evaluation and Planning Unit (APMEPU) is an 
agency of the Federal Government of Nigeria partially financed by the World Bank, The 
Unit conducts and reports on studies monitoring and evaluating the performance of World 
Bank-assisted Agricultural Development Projects (ADPs), of which there are currently 17 


operational. 
THE UNIT SEEKS : 
PRINCIPAL MONITORING AND EVALUATION COORDINATORS 
APMEPU is seeking six Principal Monitoring and Evaluation Goordinators to join a multi- 
disciplinary team of researchers. The officers will support the work of ADP monitoring and 
evaluation teams, design and coordinate management information ‘systems, design 
surveys, and analyse, interpret and report findings on agricultural production, farm 
management. practices, extension services and on-farm research and socio-economic 
changes in project areas. 
Candidates should have a higher degree in Agricultural Economics, or a closely related 
discipline and a minimum of five years’ experience in one or more of the following areas: 
survey research of small farmers in developing countries; design and implementation of 
management information systems: operation:of extension services or on-farm adaptive 
research in a small farmer environment. Familiarity with computer data processing and 
work experience with development projects would be added advantages. 
TRAINING SPECIALIST 
The Unit also seeks for one training specialist who would be responsible tor manpower 
development within the Unit and for coordinator of the monitoring and evaluation training 
needs tor the ADPs. Candidates should havea higher degree in agriculture, economics, 
agricultural economics or a related discipline, and work experience in a developing 
“country. 


































































TERMS AND PAYMENT 
Successful candidates will be offered three year contracts. Emoluments comprising a 
basic salary, overseas allowance and terminal gratuity will be within the range of 
US$18,500: to US$22,000 per annum paid off-shore. An additional cost of living 
allowance, equivalent to US$7,500 to US$9, 000 is.paid:in naira in Nigeria, All payments 
are free of Nigerian tax. Other benefits include allowances for dependants, education, 
installation and shipping of personal effects; free housing and utilities; paid home annual 
leave of 30 working days. 
Please write within two weeks quoting reference APMEPU and ‘giving full details of 
qualifications, experience and accompanied by one passport size photograph to: 
The Director 
(Agricultu i Development P ct Liaison A ) 
ultura nt Projec' ison Agency) 
Me Dover Street, London W1X 3PA, ENGLAND 


BRITISH BANKERS 
ASSOCIATION 


The BBA is seeking to strengthen its secretariat, which is located in the City 
and is shared with the Committee of London and Scottish Bankers, by the 
recruitment of a number of individuals at various levels of seniority. The 
BBA represents almost ali recognised banks, British and foreign, in the UK, 
while the CLSB works on behalf of the major clearing banks. The 
secretariat's primary task is to give effect to the role of the two bodies in 
tepresenting their members’ views on a wide range of issues to govern- 
ment, to other official bodies and to the world at large. 


Candidates should preferably have a degree, together with experience 
relevant to one or more of the following areas: 

~~ taxation and accounting: 

~~ financial markets; 

-~ domestic and European legislation affecting banks; 

~~ the economics of financial systems; 

— bank regulation and supervision. 


Work will involve preparing position papers, reports and policy statements 
for BBA and CLSB committees, attending to their administration and 
implementing their decisions. For some posts it will also involve undertak- 
ing background research and writing booklets. and articles for publication. 
The prime requirement is the ability to: contribute over a broad range of 
issues in a rapidly changing environment. Contact is required with a wide 
range of individuals‘in banks and other private and governmental institu- 
tions, both in the UK and overseas; and prerequisites are a high standard of 
written and ofal communication, tact and an ability.to work well under 
pressure. 


A competitive salary will be paid, together with the normal range of benefits 
provided by banks. The likely age range is 25-35. 

Please reply enclosing CV to: i 

Deputy Secretary (Administration) British Bankers’ Association, 10 
Lombard Street, London EC3V 9EL. 
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Evaluation 


The World Bank, a leading international in- 
stitution in the field of economic development, 
invites applications from qualified and ex- 
perienced Evaluation Specialists to work in the 
Research Division of the Education & Training 
Department in the Bank’s Washington, D.C. 
headquarters. 


The responsibilities of this position will include: 


o Carry out analytical/ quantitative work design- 
ed to improve the efficiency and effectiveness 
of the Bank’s lending program in project re- 
lated ‘training (PRT) and vocational/ techni- 
cal education (VTE); and to contribute to the 
ongoing effort to keep policies and procedures 
responsive to changing circumstances 


© Provide advice regarding the design and im- 
plementation of evaluation in education pro- 
jects to insure that activities are responsive to 
information needs arid feasible within the 
resource constraints that characterise in- 
dividual countries and projects 


Successful candidates will meet the following 

criteria: 

© Advanced degree in education evaluation, in- 
dustrial psychology or a related field 


è Field experience in training evaluation in 
developing countries 


è Experience in job skills assessment is highly 
desirable 


® Must be able to write well in English; fluency 
in French or Spanish would be an asset 


The World Bank offers a sense of personal and 
professional accomplishment for highly quali- 
fied staff. We also offer very competitive salaries 
and benefits including relocation expenses upon 
appointment, visa assistance and eligibility to 
maintain ties with your home country. 


Please send a sample of your published research 
with your detailed curriculum vitae, citing refer- 
ence number 71-UKG-0701 to: The World Bank, — 
1818 H Street, N.W., Washington, D.C. 20433. 











- parable size 


age of 12 years. Sadly, Britain’s 
comprehensive system is domi- 
nated by heads. and.senior staff 
whose first commitment is not to 
this end. I doubt if any major 
progress. will be made until 
schools are broken down to 400 
pupils or fewer in this area—with 
heads more committed to the less 
academic, and.showing a greater 
understanding of their abilities 
and modes. of learning. 


Bury St Edmunds, 


Suffolk D. Hinpson 


SiR—You draw the conclusion 
that the superior performance of 
Catholic schools in America is 
due to the fact that they are fee- 
paying. Does not the religious 


~~ and moral commitment of the 


teachers have something to do 
` with it? That is why the parents 
choose these schools. It would be 
interesting to know if there is a 
similar disparity between Catho- 
lic and non-Catholic secondary 
schools in Britain, where both are 
free. 


Argyll J. R. N. STEAD 


-Drugs 
SIR—Your article on the war on 
drugs in America (September 
20th) provided a badly needed, 
rational perspective on a subject 
dominated by glaring headlines 
and over-zealous politicos, While 
no one would deny that drug 
abuse in the United States is a 
problem, there are two aspects of 
the “good guys” campaign that 
need to be illuminated: a certain 
amount of hypocrisy, and a one- 
dimensional perception of the 
“bad guys”. 
<2. Its hypocritical aspect was in 
full evidence on the national eve- 
ning news on September 25th. 
The House of Representatives 
had just passed the new tax-re- 
form bill, and these guardians of 
drug-free society in their jubila- 
tion popped the champagne 
corks. This sends a clear message 
to our youth, that “drugs are 
“bad... except for the number 
one cause ‘of highway fatalities, 
and the number one cause of 
accidental death.” 
“> As far as “bad guys” are con- 
cerned, we read and hear about 
“users”, “addicts” and “push- 
ers”, who we are led to believe 
are an undifferentiated mass of 
low-life types as portrayed on 
“Miami Vice”. This view is total- 
ly fallacious, and. reflects the 
“good guys” misunderstanding 
of the subject. Just.as every civil 
servant who occasionally has a 
drink after: work. is not an alco- 


8. 





ttended by 40% of 
the school population from the- 





holic in need of treatme 
danger ‘to himself and others, 
every civil servant who occasion- 
ally smokes. certain vegetable 
matter or ingests alkaloid deriva- 
tives after work is not a drug 
addict, does not. endanger the 
lives of air-travellers, and should 


“not be faced with “treatment” 


(Orwell would love this), dismiss- 
al from employment, or prosecu- 
tion as a criminal. 

Responsible drug use is just as 
possible as responsible alcohol 
consumption, and our resources 
should be directed to help those 
who voluntarily seek help for a 
genuine problem, not to make 
people who do not have a prob- 
lem get help they do not need. 


Aurora, 
Colorado RAYMOND WENDELL 
Alive or dead 


SIR—You refer (September 20th) 
to the headline “Archduke Franz 
Ferdinand alive, World war 
fought by mistake” as a 1919 
April fools’ day newspaper 
spoof. In fact, the headline was 
the winning entry in a competi- 
tion, organised by an Austrian 
newspaper, whereby readers 
were invited to dream up: their 
most sensational headline. I be- 
lieve the entry which won second 
prize was the best. It read: “Pope 
elopes’’. 

Kuala Lumpur, 
Malaysia 


Double Deutsch 


SIR--I read your article on Bel- 
gium “Falling Happart” (Sep- 
tember 13th) with great interest. 
Man wat Meent Ji deen mit 
“Platt Deutsch, an almost incom- 
prehensible Germanic dialect”? 
Ji sünd woll mal! You had better 
look out, otherwise we Platt- 
detitsch speaking Germans—af- 
ter all some hundreds of thou- 
sands—might one day turn up at 
your office in London and show 
that we can be a pretty rude, but 
underneath a roughly charming, 
lot. All Leckers un Best. 


R. M. LITTLE 





Braunschweig, Hans HEINRICH 
West Germany Rass 
Munich 


SIR—As you point out quite cor- 
rectly (September 20th) Munich 
is certainly one of the safest, 
cleanest, most culturally stimu- 
lating and generally pleasant cit- 
ies in Europe (you neglected to 
mention ifs fine theatres, 
though). But, pray, in what way 
does the presence of the federal 
intelligence service add to the 
quality of life in this town? 

Munich AvPHocas 


ent anda 








perfectly normal and natural to 
swim and walk in the nude in a 


city park? 

Essen, 

Belgium P. VAN DONKELAAR 
Fraudulent claims 


SIR—You assert in your article 
“How to. beat Britain's £3 billion 
fraudsters” (October 4th) that 
“the Director of Public Prosecu- 
tions” has never shown much 
stomach for tackling fraud. Its so- 
called Fraud Investigation Group 
(or FIG) is a loose and not-too- 
efficient investigative-cum-prose- 
cuting machine. It will probably 
be made redundant”. 

Totally false. The facts are 
these: 
1) FIG was set up in January 
1985. 
2) In 1985, it committed for trial 
93 cases, as compared with 45 
committed by the DPP in 1984, 
despite a massive increase in 
cases reported and no corre- 
sponding rise in resources. 
3) In its first 18 months (up to 
June 30 1986), FIG completed 100 
trials on indictment. Convictions 
or pleas of guilty were obtained 
in 81, 
4) The average time between 
first reference of a case to FIG and 
the verdict was under 17 months. 
5) The sums at risk in the 45 
trials in the first half of 1986 
exceeded £124m. 
6) Operating costs for FIG in 
1985 were £1im; informed esti- 
mates suggest £4m-5m a year for 
SFO. 
7) The Serious. Fraud Office 
(SFO) will take probably about 40 
of FIG’s cases {and also some of 
its staff). 


Pound for pound, FIG is quite 


probably the most effective anti- 

fraud machine in the western 

world. No-plan to make it redun- 
dant exists: 

D. G. WitLiams 

Controller; 

London. Fraud Investigation Group 





Bismuth salts _ 


sr for Munich’s popu- 
larity: where else in the world is it 


fe TEORA © 










SIR—Your. article entitled “Ma- 
jor profits from minor metals” 
(August 23rd) states that the use 
of bismuth. salts stopped. in 
France after reports that the 
product caused stomach cancer if 
taken in large quantities. 

Nothing could be further from 
the truth. Bismuth is generally 
acknowledged as non-carcino- 
genic. The misconception clearly 
arises from the lack of under- 
standing of an Australian report 
involving cases where patients 
with terminal cancer were affect- 
ed by very large doses of bismuth 
salts. There was no connection 
between the cancers and the bis- 
muth medication. 


Yves PALMIERI 


Brussels The Bismuth Institute 


Water 


As a good Londoner I have bee 
drinking treated effluent for all. 
my life. This source of fresh wa- 
ter is scarcely mentioned in your 
piece on the water supplies of the 
United States (October 4th). 
Maybe as a consultant Thames 
Water can spread. some Europe- 
an know-how among the unen- 
lightened natives, followed up by 
the ‘manufacturers of some spe- 
cialised machinery. 

Along the American coasts, 
should the worst come to the 
worst, Britain has nearly a centu- 
ry of seawater purification expe- 
rience in the Middle East and 
elsewhere. Water is no problem 
near the sea. 
London 


Just published: 
Special Report No. 1056 


Retailing in Britain 


Vol. 1. SECTOR ANALYSIS 
AND PROSPECTS 
Vol. 2. COMPANY PROFILES 


Bids, deals, takeovers and new alignments 
among the major companies are constantly 
changing the face of British retailing. This 
report forms an excalient framework within 
which these events can.be assessed. 
Volume One examines and analyses 25 retail 
sectors; cross references major companies 
with the trade sectors they serve, gives 
short term turnover forecasts, and analyses 
trends to the 1990s. Volume Two contains 
200 company profiles. 


Price tor both volumes 
(including postage): UK & 
Europe £295; North America 
US$530; Rest of world £298. 
The Economist Publications Limited 


Marketing Department (EPP) 
40 Duke Street 
London WIA 1DW, UK 


P. M. KALLA-BisHor 
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INTERNATIONAL PROPERTY __ 








or Mana 


@ Adjacent to Victoria Station. 

@ One of the best office locations in central London. 
@ Fast direct access to the City and West End. 

@ Half hour rail link to Gatwick. 


@ Forty minutes travel time via underground or airbus 
to Heathrow Airport. 


@ Comprehensive bus network. 
@ Three minutes walk from Victoria Coach Station. 





@ Excellent shopping facilities. 


© A few minutes walk from the new International 
Conference Centre. 


@ First class restaurant facilities nearby. 


@ An abundance of leisure facilities including the Apollo 


and Victoria Palace Theatres. 





ement and Staff 


@ Full VAV air conditioning 
@ Car parking for up to 30 vehicles 
@ impressive double height entrance hall 


@ Three automatic passenger lifts including two scenic 
wall climbers 


@ Fully raised floors 

@ Computer floor 

@ Suspended ceilings 

@ Fully carpeted 

@ Solar reflective double glazing 

@ Full sprinkler system 

@ Two standby generators 

@ Male and female W.C.'s to each floor 
@ Computerised building energy management system 
@ Private covered service yard 

@ Twelve luxury apartments 


Allington Towers has everything for everyone. 


60,000 SQ.FT. OFFICE HEADQUARTERS AVAILABLE EARLY 1987 





Edward Erdman 
6 Grosvenor Street, London WI X 0AD 
01-629 8191 


Saxon Law 
. 24 Bruton Place, London WIX 7AB 
01-49] 2188 


Sun Alliance developing for the future 



































‘Nonstop, for 8 weeks. 


_ Today new business practices are penetrating international boundaries with 
ENERE ae and speed, outdating many of the tactics of multinationalism 


creating t 





e need to make international business decisions with a view to 


world oneness. Many have called this new perspective worldbusiness. 


== This coming May, when the dog- 
-wood trees are in bloom, 70 people will 
-gather on the campus of the Harvard 
Business School. A few, perhaps seven or 
eight. will be Americans. The remainder 
will be drawn here from every corner of 
the world, All will be senior managers, 
-veteran world-class managers destined 
by their companies for more crucial, 
more demanding jobs. 
They will be met by six Harvard pro- 
-fessors. renowned scholars whose 
names you know, whose books you've 
read, whose combined teaching experi- 
ence at Harvard exceeds 100 years. 
_ And these 76 people, managers and 
professors, will form International SMP — 


1987, the Harvard Business School's once- 


a-year, eight-week International Senior 
‘Managers Program. This program (1) 
studies the practice of general manage- 


=< ment in an international environ- 


“ment, and (2) develops the international 
awareness of general managers, making 
“them especially competent to handle 
roblems and opportunities occasioned 
y increasing world accessibility. 
It's general management with the 
~ world in mind. For short. worldbusiness. 


How to choose 
worldbusiness managers. 


Worldbusiness stakes are high. The 
managers you choose to.send here will 


be your very best. They will be innova- 
tive and insightful. They will have the 
courage to make important decisions 
and the determination to see them 
through. Typically they will have 20 or 
more years of business experience. 
They are top line or staff managers 
destined for general management jobs. 
Or general managers selected to gov- 
ern divisions, regions, countries. Send 
us these managers and you can expect 
a substantial return. : 


l What. 
worldbusiness managers 
can do for you. © 


The managers who return to your 
company wi i have worked long hours 
for eight busy weeks, but they will 
return to you rejuvenated. They will 
see your company with a new world- 
business perspective, evaluate your 
prospects and products with a world's- 
eye view. They will have filled any gaps 
in their general management curricula, 
and expanded their vision of what 
general managers do. They will return 
confident, competent, energized leaders 
superbly equipped to project the enter- 
prise of your company in the world. 


~- There's more. They will return with a 


first-hand understanding of realworld 


problems gained from close association: 
with professional managers like them-. . 


selves. Managers from companies with 
similar problems, like opportunities, < 
comparable goals. Managers they have 
lived with, dined with, studied with, 
argued worldbusiness with for hours 
on end. Managers filling important 
posts across the face of the earth, but 
also friends, classmates, intimates who 
are but a phone call away. 

And there's still more. During 
eight weeks a lively market springs 
up between faculty and managers. 
Managers bring to this market the 4 
realworld experiences of their own @ 
countries, their companies and func: “ " 
tions; professors clarify these experi-. 
ences with their wholeworld theories 
and overviews, The program is speci- 
fically organized to promote this valu- 
able trade-in class and after class, 
with one-on-one conferences, at 
lunches and at dinners. 

It's a lot to expect from an eight-week 
program. But we have the wherewithal 
to make it happen. 


“It’s great to be part of a 
great university.’ 


The International SMP began 13 
years ago in Switzerland. And for the 
past three years it has been located on 
the Boston campus of the School, 
where we have a tranquil environment, 














far removed from the pressure of busi- 
ness. We have unparalleled resources. 
‘Superlative teaching. A concentrated 
curriculum pursued at a pace vindicated 
only by the caliber of the people who 
come here. And a rigorous schedule 
(breakfast at 7:00 A.M.) that earmarks 
every hour in every six-day week. 
We are located on the 61-acre 

Harvard Business School campus, 

a quiet, self-contained enclave on the 
outskirts of bustling Boston. Managers 
live in traditional halls of ivy, newly 
remodeled and air conditioned, in 
private rooms clustered aroun Sight 
person conference rooms, and with a 
spacious ground floor lounge. The 

ining room (the food is international 

and excellent) and the traditional Har- . 
vard amphitheater-styled classrooms 
are a few steps away. The 500,000- 
volume Baker Library. the foremost 
business library of the world, is just ` 
nutes from the dormitory. 
_ In short, assembled on this historic 

campus is every facility. every business 
resource you could ask for. As one 
International SMP participant put it. 
"It's great to be part of a great university’ — 








Our faculty have worked 51 years in 
Europe, Asia, the Middle East. 


At the epicenter of the International 
SMP is its faculty. Six exceptionally 
ualified men are dedicated full time to 

the program. All have broad interna- 
tional experience. They have studied, 
taught, and researched extensively out- 
side the U.S. All are Harvard worldbusi- 
ness veterans. Professor Uyterhoeven, 
at Harvard 27 years. Professor Salter, 20 
years. Professor Piper, 17 years. Profes- 
sors Heskett, Kotter and McFarlan add 
a total of 58 years more, All told, the 
experience of this Faculty totals 168 = 
rs, with 122 of those years spent at 
vard alone. 
` These men are researchers, innova- 
tors. They are creating the theories, 
strategies, and management tools that 
will pervade international management 
for years to come. 

But these men are teachers, too. 
They have concentrated the fruits of 
their research in the curriculum of 
the International SMP. And they're 
here to discuss their researches. 
expound their theories, reveal their 
strategies, and distribute their new 
management tools to help your general 
manager and your company prosper 
in a changing world. 


What every good general manager 
should know. 
To manage a company you need a 
working knowledge of six fundamental 








subjects ~ finance, marketing and Í 
operations management, people manage- 


ment, control and management informa- 
tion systems, government, and general 
management itself. The International 
SMP internationalizes these sub- 
jects to give managers a world- 
business view. i 

Each of these subjects is a tough nut 
to crack. Each is a career in itself, The 
general manager must not only under- 


-stand each of them. but how all of them 


work together. The worldbusiness gen- 
eral manager must not only understand 


~ how all work together, but how they 
-< work together in an international envi- 


ronment, This degree of understanding 
normally requires years of experience 
in the practice of international general 
management. 


The SMP case package. It's the next 
` best thing to experience. 


` -No less than 85 cases are studied 


during the International SMP program. 
No less than 85 slices of international 


~ business life are boiled down to extract 


their essence, to illustrate the interaction 
of fundamental subjects, to reveal how 
this interaction is further affected by 
international complications. The case 


package - including private study and 


analysis, small group conferences, and 
full-group class discussions ~ simulates 
experience in international general 
management no one person could 
amass in a lifetime. 

What's more. these cases are also 
selected for their relevance to current 
business.needs, About 10% examine 
external truths of our business heri- 
tage. Perhaps 15% explore the future. 
The remaining 75% deal with present: 
day reality, problems and opportunities 
your company has to consider here 
and now. 


Probing the far frontiers 
of management. 


_ While case studies command the 


center of the International SMP pro- 
gram, lectures and forums extend and 
round it out. Presented, too, are the 
discoveries of pathfinders exploring 

the far frontiers of general manage- 
ment, the sophisticated new techniques, 
tools, and game plans that will be 
understood by just a few for years to 
come. 


For example, the 1986 program 
included: 
* The Forum on Technological Inno- 
vation and Entrepreneurship which 


brought the CEO's of leading high 
tech companies to the program to 
reveal the strategies that launched 
and maintained their companies as 
world leaders. 

* The integration of marketing and 
operations management. One 
course addressing both functions, 
to develop managers who perceive 

_ the close relationship between 
these two fields. 

* New breakthroughs in the competi- 
tive analysis of industries, revealed 
on the campus where the whole 
thing started. 

Other programs at the Harvard 

Business School are designed to meet 





the needs of general managers. The 


Advanced Management Program 
(AMP) is an 1]-week program designed, 
as is the International SMP. for accom- 
plished managers who have achieved 
igh-level positions. The Program for 
Management Development (PMD) 
is a 12-week program for exceptionally 
promising middle managers of proven 


ability. 


. But SMP is international and it is 
unique. Consider its length, intensity 
level, comprehensiveness, environ- 
ment, resources, aptness of partici- 
pants, caliber of faculty and you'll 
conclude this has to be the foremost 
international management program 
in the world. 


If you have a manager qualified for 
this program... 


.. welll be happy to send you a 
prospectus describing the pr ram 

in full. Decisions on completed appli- 
cations will be made within two 
weeks of their receipt. The program 
itself begins May 25 and oe ay 21. 
1987. The cost is $19.500 whi 
includes tuition, live-in arrangements, 
all books and written cases. Appli- 
cants must be able to read and speak 
English fluently, and typically wi 
have 20 or more years of solid busi- 
ness experience. 


For a detailed prospectus of the 1987 | 
International Senior Managers Program: . 
Telephone (617) 495-6398. : 
Telex: 6711172 

Or write: 

Administrative Director ; 
International Senior Managers Program 
Glass Hall E Harvard Business School 
Soldiers Field Road, Boston, MA 02163 
USA 





International Senior Managers Program | 





Harvard Business School — 


“Best Airline Worldwide”, {980 K 8 4, 1985. and 1986. 
Awarded by: Business Traveller Mag ondon, based on a 
worldwide redder poll. No polls held: in 1982 and 1983, 


In 1986 Swissair successfully defended the title it’s held for some years now, as World 
Champion in a triathlon covering the fields of pampering guests, servicing aircraft. and 
flying on time. The fact that this coveted trophy, together with several others, has found 
an unchallenged home at ‘Swissair is the result of rigorous training and a keen competi- 
tive spirit. After all, our passengers. are the very best trainers we could | possibly have. 


They expect nothing more than our ' Winning performance - and are willing to: settle 
for nothing less. an n oo oo ads _ swissairgy 





























































The real importance of the Big Bang on October 27th is 
that it will blow up the remaining barricades that cut 
London’s gilt and share markets (1985 turnover $476 
billion) off from the wonderfully competitive and much 
larger Eurobond and Euro-equity markets (1985 turn- 
p: $2,250 billion). The gamble will succeed if, when 

he dust settles, the City of London emerges from the 
‘ordeal as the world’s most international capital market, 
the place where everybody prefers to flock to do 
business. That means letting the flocks in.. 

The City starts with several old advantages. Foreign 
financiers are keen on operating there because British 
law does not divide investment banking from commer- 
cial banking, as American and Japanese laws do; 
because London is the one place that speaks English (as 
Zurich, Frankfurt and Paris do not) within the time 
zone that fits well with Tokyo and New York in a 24- 
hour trading clock; because the City has had an 
international outlook for 400 years and because British 
taxmen are not too curious about foreigners’ financial 
affairs. Until this year those eager foreigners met a 
blackball more often than a welcome mat. Up to April 
foreigners could not be members of the London Stock 
Exchange. Now, suddenly, the destruction of fixed 
minimum commission rates on securities trades, the 
‘ing of the separation of broking and market- 
ting, and the opening up of the gilt (government 
bond) market on October 27th should allow foreigners 
to compete with the British on a playing field that is fair 
and flat. The big test of this reforming resolve will come 
¿when some foreign firms start overwhelming British 
competitors on their home patch, as they surely will. 





Odds favour invaders 
. The big London clearing banks apart, the City’s best 
“and brightest are puny when measured against the 
competition from abroad. Japan’s Nomura has a stock- 
- market capitalisation of around $30 billion and Ameri- 
-ca’s Salomon of around $6 billion, compared with way 
under $1 billion each for Warburg, Kleinwort Benson, 
Hill Samuel or Hambro. | 

Of course, it would be nice to think that small means 
nimble and that the acceptance of competition in the 
- British bit of the City (more than. 11 years after the 
-Mayday abolition of fixed commission rates on Wall 

Street) will quickly make previously cosseted British 
__ THE ECONOMIST OCTOBER 11 1986 : 









Capital of capital 


“which stay independent will be those that have won a 


firms fully competitive internationally. It would also be 
unrealistic. Almost without exception, the biggest Brit- 
ish houses are too-small, too late and too unaccustomed - 
to the ways of the established players. The Euromar- 
kets are centred in London and have always been open 
to all. Yet, Warburg apart, British firms do not feature 
as serious players in the Euro-equity market. In the 
Eurobond market, the five top runners are all foreign: 
Credit Suisse First. Boston, Nomura, Deutsche Bank,- 
Morgan Guaranty and Salomon. Even before the Big — 
Bang, only eight of the top 20 brokerage firms in the 
City are still in British hands. 

In the deregulated City, nearly all the British firms 


niche for themselves in international markets, conce 
trating their resources on the specialities they can excel 
in across the world. Cleverly targeted small firms are 
already appearing on the City’s narrow streets. Less 
targeted firms face trouble. 

Although some politicians may want to stop British 
houses being pushed off home ground, it is not sensible 
for even a nimble flea to order an elephant to stop 
shoving. America’s huge domestic economy guarantees 
its financial firms a flow. of capital market business; so, 
increasingly, do West Germany’s and Japan’s huge | 
capital exports. With no natural hinterland, the City of 
London must live on its excellence. What really matters 
for Britain is that the City expands its financial business, 
financial resources, financial knowhow and financial 
jobs. Whether the firms that provide them have their 
headquarters in Lombard Street, Wall Street or Patrice — 
Lumumba Street, Timbuktu, matters much less. 

Obviously, the men from Patrice Lumumba Street 
will not adhere to the same notion that my-word-is-my- 
bond which City gents like to pretend comes naturall 
to them. This means that the new regulatory agenci 
that have been set up to police the City after Big Bang | 
will not work. The most that they will do is serve | 
temporarily to preserve quaint distinctions between 
financial intermediaries that the foreign financial con- 
glomerates are overwhelming anyway. Nor are nods _ 
and winks from Mr Robin Leigh-Pemberton, the gover- 
nor of the Bank of England, going to retain their old | 
magic. Foreigners cannot make sense of such flum- 
mery; many British participants no longer care to. | 
Rules need to be made clear and enforceable, which 
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means backed by unambiguous statute. 

In trying to preserve too big a role for self-regulation 
in supervising the new City, the British government has 
so far done less right than wrong. The general principles 
in the investor protection bill that Parliament is trying 
to enact are a ghastly muddle. So are the rules that the 
new regulatory bodies are devising to implement them. 
Britain is missing an opportunity to help resolve a 
growing problem that all financial markets face and few 
have fixed—the blurred line between banking supervi- 
sion and securities supervision. 


Some must bust 
This is not to mock. Nobody said it would be easy. In 
the past month two crucial decisions have gone right. 
The London Stock Exchange, the home of domestic 
securities, has arranged a merger with the international 
securities firms on fair and efficient terms. British civil 
servants have reached an information-exchange agree- 
ment with the American authorities that could lay the 
foundations for a worldwide policing of securities 
markets. But this must involve one other point that 
British politicians will not like. 

A fair crack for all means that officialdom must stay 
as aloof as possible when financial firms get into 
trouble, as they will. Profits in London will fall as more 


The road from Reykjavik 


How to tell where it’s leading 


The Reagan-Gorbachev meeting in Reykjavik will have 
been and gone by the time most people read this article. 
Here are some tests for judging how it went, and for 
deciphering the post-meeting declarations. 

It will be fine if the two men simply settle for a mind- 
clearing, date-fixing exercise—if they talk bluntly but 
amiably, set the date for a proper summit late this year 
or earlyish next year, but otherwise announce no 
specific agreements. That will provide what ordinary 
people in the West chiefly want at the moment from 
summitry—a comforting feeling that things are going all 
right, which persuades nervous Europeans not to be 
panicked into unilateral nuclear disarmament—without 
risking one of those slapped together, half-past-mid- 
night deals (““You can have another 100 missiles if I can 
have an extra year’s free hand on star wars”). That sort 
of bargaining is best left to the relative calm of the 
Geneva negotiations. 

The worst ending, though it is not clear whom it 
would be worst for, is a stomp-out by Mr Gorbachev, 
saying that this impossible man Reagan won’t give up 
star wars and there’s no point in meeting him again. In 
the short run, that would disappoint most Americans, 
who rather like the idea of an agreement with Russia, 
and would thus hurt the Republicans in next month’s 
elections. It would also get Europe’s unilateralists in a 
tizzy again. But in the longer run a stomp-out would 
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capital and competitors pour into the City seeking 
existing firms’ business. The fall has started already. A 
handful of market makers lost upwards of £50m in gilts 
in a fortnight in September. Those who predict a 
bloodbath overdo the gore, but they are more right than 
those who chirp cheerily of a 25% return on capital. 
Wise City firms will cut their losses and run; some will 
fail. To be seen to be fair, the British authorities must 
let more of them, even quasi-banks, go under. Foreign 
rescuers should be not just permitted but encouraged to 
pick up the pieces. 

Even small investors will eventually benefit from a 
greater foreign presence, though this might not be 
immediately obvious. Many British brokers will cut 
their charges for big investing institutions whose busi- 
ness they want, but levy higher charges against the small 
punters—the legendary Aunt Agathas and Uncle 
Freds—who can be a gabbling nuisance. But Aunt and 
Uncle should soon get a wider choice. They will be able 
to go to American-type discount brokers, who offer a 
no-frills service. Or buy their stocks when they buy their 
socks by going to a department store, as they can 
Sears Roebuck in America. When foreigners sta 
introducing such innovations in the high streets, as 
Paribas/Quilter Goodison is doing through Deben- 
hams, their British competitors will quickly follow. 








hurt Mr Gorbachev more, because it would mean no lid 
on defence spending. Mr Gorbachev wants another 
arms race even less than Mr Reagan does, since 
Russia’s economy is only half the size of America’s and, 
Mr Gorbachev seems to think, in danger of slipping 
even farther behind unless he does something about 
it—such as spending less on defence. 5 

Of the possibilities between Gorbachev walk-out ¿ 
fine-let’s-meet-again, the likeliest is an announcement 
of the outlines of a deal on medium-range missiles. This 
should give Russia and America nuclear equality in 
Europe. But, to be a sound deal, it should also include a 
reduction in Russian $S-20s in the Far East, and some 
way of dealing with the shorter-range nuclear missiles 
Russia has lately been slapping into East Germany and 
Czechoslovakia. If that is done, America’s friends in 
both Europe and the Far East can feel distinctly safer, 
since Russia will be dismantling a lot more nuclear 
warheads than America will: a nice example of the right 
sort of unilateral disarmament. 

If there is talk of other arms-control agreements, 
watch out warily for: 
@ “cuts” in long-range nuclear weapons that in fact 
only bring the numbers down to where they were two or 
three years ago, unless the cuts are applied in a way that 
makes a surprise attack virtually impossible; 
@ any sign of weakening in Mr Reagan’s opposition to 


THE ECONOMIST OCTOBER 11 1986 


Peer eee 


4 rere >í g * 
4 p 3 ogf P Wi 
f Pi l A va, S Y- d Za Tihei 


a full ban on nuclear testing—because some such tests 
will be needed so long as nuclear weapons exist— 
though it should now be possible to ratify the treaty 
which limits tests to 150 kilotons; 

@ an attempt to say that gas-warfare can be banned 
without rigorous inspection of any factory which could 
produce chemical weapons; 

@ (pretty unlikely, admittedly) an American star-wars 
concession that would point to abandonment rather 
than mere delay of the idea of an anti-missile defence. 
Does the world really want to live with the tension of 
nuclear deterrence for ever? 
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The other thing to watch out warily for in Reykjavik 
is a failure to talk about any subject except arms 
control. The weapons will not stay controlled unless the 
conflict of ideas between East and West is also brought 
under control. That will take ages, but perhaps a start 
can be made in Reykjavik. For instance, it might be 
agreed in principle that Russia would accept a coalition 
government in Afghanistan if America accepted one in 
Nicaragua. And, Mr Reagan can add, now that Yuri 
Orlov is in the West, how in the name of anything 
Marxists ought to consider holy can Andrei Sakharov 
be kept by the KGB in Gorky? 





What’s fit to print 


In Russia, that's still a lot short of all the news—despite 


the welcome glasnost about that submarine 


ood for Mr Gorbachev that he told the Soviet people 
Imost at once about the missile submarine Russia lost 
in the Atlantic on Monday. The Russians could not 
have hoped that its sinking would pass unnoticed—the 
Americans knew it was in trouble even before Mr 
Gorbachev, mindful of his approaching rendezvous in 
Iceland, sent them word—but on similar occasions in 
the past Russia has simply said nothing. This time it 
came clean, or cleanish. Eppur si muove. Mr Gorba- 
chev’s glasnost has indeed opened Russia up a bit. 
Within the past six weeks, the Soviet press has also 
reported the sinking of a cruise ship in the Black Sea 
and the attempted hijacking of an airliner at Ufa, east 
of Moscow. Before glasnost, things like this, which 
make Russia look bad, would not have been reported at 
all, if they involved no foreigners and occurred out of 
sight of foreign eyes. Mr Gorbachev has allowed 
western newsmen a glimpse of the edge of a Soviet 
nuclear test site, and will let NATO soldiers come to 


_watch the Soviet army on manoeuvres. He seems 


` “ling to recognise that, if arms-control agreements are 

work, each side will have to be able to check that the 
other is not cheating—even if this means letting foreign- 
ers snoop on Soviet territory. Such on-site inspection, if 
it goes far enough, could bring a small revolution within 
the secretive Soviet military establishment. 


Still needed: cross-checking, and the right of reply 
So does glasnost really mean “openness”? Not really; 
not inside Russia. There is no such thing as an open 
press in the Soviet Union. Newspapers and television 
are controlled by the one and only party. The journal- 
ists are all party members or party trusties. News is a 
state secret until and unless it is cleared for publication. 
When dealing with his own people, Mr Gorbachev's 
new policy about news is strictly selective. He is letting 
Soviet journalists write critical things they could not 
have written before—but only if they attack targets he 
wants them to attack. Corruption, obstinate bureau- 
crats, idleness, drug abuse: about such things, now it 
can be told. But there is no right of reply, no indepen- 
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dent check on what the party journalist slashingly 
denounces. Guess who decides what subjects to take a 
crack at next. There is no competition among papers or 
television programmes with different points of view. 
The purpose of glasnost is to make Russia more 
efficient, not more liberal. It is not a lamp in the 
darkness, just a laser-beam in Mr Gorbachev’s hand. 
The Soviet leader’s aim, reasonably enough, is to 
persuade his people to be.less cynical, and so readier to 


work properly. For years the official trumpeting of — 


economic triumphs in Russia has made a bitter contrast 
with the reality of shortages and queues. If Mr Gorba- 
chev is to get his people to put a willing shoulder to the 
wheel, that nonsense of “the propaganda of success” 
had to end. In the same way, allowing an occasional 
mention of non-persons—Khrushchev, Stalin, even 
Trotsky—ends the pretence that large chunks of Soviet 
history never happened. But, although the Soviet news 
is a little livelier these days, it is no freer than before. 

The biggest test of glasnost so far was the Chernobyl 
explosion in April; and Mr Gorbachev half-flunked it. 
He took far too long to say anything at all. Even now, 
five months after the event, ordinary Russians still 
know less about some sides of the disaster than western 
newspaper-readers do. There are reports outside Rus- 
sia that the Ufa hijackers were not the ‘drug addicts” of 
the official story. Real openness would mean letting 
independent reporters find out what happened. With- 
out such checking, glasnost is merely a more sophisti- 
cated way of guiding the news. 

Still, sophistication is better than being hit on the 
head with a hammer. Here is a suggestion for seeing 
how far Mr Gorbachev will let glasnost go. Like other 
western newspapers, The Economist receives and quite 
often prints letters from Russians who disagree with us. 
Getting an equivalent right of reply in the Soviet press is 
formidably difficult. We shall presumably soon find 
ourselves disagreeing with something in Pravda. We 
propose to send it a short and courteous letter saying 
why we disagree, for publication: with a copy of this 
article. We will tell you what happens. 
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The Craxi temptatio 


Italy's prime minister should resist it—and do one big thing before 


he hands over his job 


Will Italy’s Mr Craxi withdraw as honourably as Israel's 
Mr Peres? The Israeli prime minister was due to hand 
over his job this weekend to the leader of the other 
party in Israel’s governing coalition, thereby carrying 
out the promise he made when the coalition was set up 
two years ago. The Italian prime minister, under a 
woollier arrangement made in July (there is always a lot 
of wool in Italy’s politics), is supposed to hand over his 
job next March to his main coalition partner, the 
Christian Democratic party. Last week Mr Craxi wrote 
an article for his Socialist party newspaper hinting that 
his commitment to stand down was not hard-and-fast. It 
should be. 

To be sure, the Italian government may collapse 
before March—maybe over nuclear power, which the 
Socialists have taken sharply against, or maybe over a 
proposal to tax money made on Italy’s stockmarket. 
There might then have to be an election. But if that 
does not happen, Mr Craxi should step down. 

He leads a Socialist party with a touch over one-tenth 
of the vote, and has been propped up by a Christian 
Democratic party with around one-third. That arithme- 
tic was bound to reassert itself sooner or later. It is hard 
to imagine the Conservative or the Labour party in 
Britain giving the prime ministership to Mr David Steel 
or Dr David Owen in return for their minority support 
in a coalition. It is even harder to imagine them letting 
their small ally hold on to the job indefinitely. Mr Craxi 
has won a reputation as the steady politician who gave 
Italy a government that lasted more than a few months. 
He should not want to throw his good name away. 

Mr Craxi can do something for Italy before he hands 
over the prime ministership to the Christian Democrat- 
ic party, led by Mr Ciriaco De Mita. He can link arms 


How public spending isn't cut 


Thatcher's ideas are beaten by a system that nobody 


can agree to change 


As soon as Mrs Thatcher’s ministers get back from their 
annual party conference, they will become embroiled in 
the bloodiest season of the political year: the final 
stages of planning government spending for the next 
three financial years. The “star chamber” will be 
convened—a committee of senior ministers to adjudi- 
cate among those claims from spending departments 
that the Treasury has been unable to beat down in the 
past six weeks. It is, as even most ministers agree, a 
ludicrous way to distribute the 40%-plus of Britain’s 
gross domestic product that goes on public spending. It 
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with Mr De Mita in putting forward a programme of 
constitutional reform. All of Italy’s parties now agree 
that the country’s 1947 constitution, which was drawn 
up to stop another Mussolini emerging, has been all too 
successful. The poly-party system it has created makes 
Italy horribly hard to govern. 

One reforming idea has come from Mr De Mita. He 
suggests that any group of parties which would like tc 
form a governing coalition should be constitutionally 
required to say so before election day, so that the voters 
know what they might be in for. Mr De Mita also want: 
to give the winning combination a bonus of some extré 
seats, to improve its chances of getting an overal 
majority. The Socialists would prefer to go farthey 
They favour a directly elected prime minister, wh« 
would presumably come to wield almost as much powe 
as a French president. 

The tortoise-like Communist party is warier in it 
approach, merely wanting to shuffle power a bit be 
tween the senate and the chamber of deputies. But mos 
of Italy’s parties wish to do away with secret voting i 
parliament, which lets disgruntled deputies shoot dow 
legislation anonymously. More radical reformers woul 
like to change Italy’s electoral system, to cut th 
number of parties down from the present 13. 

Of course, there is self-interest in many of thes 
proposals. But the Christian Democrats and the Socia 
ists between them ought to be able to find a way í 
making Italian governments steadier without relying ¢ 
the sort of coalition that is now on the wobble. TI 
Communists, if they hope ever to be in governmen 
should support such a change. A serious attempt 
constitutional reform would do much to remove tl 
unpleasant taste left by Mr Craxi’s dithering. 










UK general government expenditure 
as "a Of GOP Erci spacial saies ot assets 


is a main reason why the Thatcher governments hé 
failed to fulfil their promise to cut that proportion. 
could gravely impede the policies proposed for the n 
Parliament to which the Conservative conference | 
been listening (see page 50). Everybody except | 
trenched vested interests should want it changed. 
The system seems designed to ensure that the bulk 
public spending is never collectively considered 
ministers. Each July, the cabinet rubber-stamps 
total agreed in the previous year’s plans, and then a 
the Treasury to battle with departmental ministers O 
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JSC/MS Holdings Inc. 


Jefferson Smurfit Corporation, a subsidiary of Jefferson Smurfit Group ple, 
and The Morgan Stanley Leveraged Equity Fund. 00... 


has acquired 





ot ‘a wholly owned subsidiary of eae 
Mobil Corporation — 


‘The undersigned inatiated this leveraged buyout transaction, structured the int 
venture, negotiated the terms of the acquisition and the senior debt financing, 
and acted as underwriter for the subordinated debt financing, . 








Incorporate 


MORGAN STANLEY & CO. 










‘ther un offer to sell nor a solicitation to buy any of these securities. 
‘The offer is made only by the Prospectus. ar 


$680,000,000 
JSC/MS Holdings Inc. 
l ' : : ure will operate under the name 
Container Corporation of America 


$180,000,000 Senior Subordinated Debentures due 1998 


“This announcement is. 





$500,000,000 Subordinated Discount Debentures due 2006 





The undersigned acted as underwriter for these securities in connection with the 
leveraged buyout of Container Corporation of America by a newly formed company 
jointly owned by Jefferson Smurfit Corporation, a subsidiary of Jefferson 
Smurfit Group ple, and The Morgan Stanley Leveraged Equity Fund. 





‘Incorporate: 


MORGAN STANLEY & CO. 
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IMI-GENEVA WELCOMES 
ITS MBA CLASS OF 1986/87 
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This highly motivated select group gmg men and women 


have been chosen from among several hundred applicants. 
They represent 18 different nationalities, They have outstanding 
educational qualifications from the world’s foremost universities 
and have demonstrated leadership capabilities based on an 
average of nine years’ work experience, 


They are embarking on a very demanding programme of 
course work, research projects, consulting activities lasting over 
nine months (and they may even find time for some fun in the 


Alps...) 

Upon graduation in May 1987, they will join the élite group of 
managers from which the future leaders of international 
business will emerge. 


MBA Office, 4 chemin de Conches, 1231 Conches-Geneva, Switzerland. Telex 427 452. 
Telephone (Int'l + 4122) 47 11 33. Telefax (Int'l + 4122) 46 44 39, 





International Management Institute, Geneva 


Established in Geneva in 1946, IMI is an independent not-for-profit foundanon with a substantial permanent faculty teaching, researching and consulting on all aspects 
of advanced management for multinational companies, governments and international organizations. It provides a comprehensive range of general and functional 
management education programmes, together with seminars on current issues. The MBA degree is awarded jointly by IMI and the University of Geneva 
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small proposed add to programmes. y ir 
train. The battle is whether (eg) spending on universi- 
ties should increase by an extra 1% this year, not 
whether students should be financed by grants at all. 

Ministers seldom have to argue for spending pro- 
grammes in terms of cost-effectiveness; nobody asks 
whether extra hip replacements would do more good 
than heart transplants. Each year the Treasury ought to 
be asking spending departments whether they need to 
do what they have always done in the way they have 
always done it. The present system impedes the Trea- 
sury from asking that. 

British politicians are not used to collective discus- 
sion of their priorities. Even in opposition, the Labour 
party has not held a coherent debate about what it most 
wants to buy with the extra taxes it says it will raise. 
Once in government, ministers rarely want to antagon- 
ise their own civil servants by sacrificing departmental 
interests to the needs of the country. What defence 
secretary would volunteer to scrap the latest wildly 
expensive weapon to release cash for the health ser- 
yice? What agriculture minister would suggest the 
scrapping of such farm subsidies as were within Brit- 
ain’s control, to benefit primary schools? Sir Keith 
Joseph was the only one of Mrs Thatcher’s ministers to 
sacrifice his department’s sacred cows for the total 
spending programme, and small thanks he got for such 
eccentricity. 

Mrs Thatcher's best policy would be to opt for zero- 


Pumping subsidies 





























European governments are threatening their car industries 


with subsidies to help them stay bust 


European carmakers have long been divided into the 
quick and the nearly dead. Specialisation has helped the 
_ quick to become quicker, and state money has prevent- 
‘the dying from being rejuvenated by forced mar- 
ges. Now, in a temporary cyclical boom, more cars 
are likely to be sold in the main European markets in 
1986 than were sold in America in 1985. This is giving 
European governments an excuse to continue to subsi- 
dise smallish state-owned companies to remain single 
and in the volume-car business, when they ought to be 
encouraged to find a big partner and to specialise. 

The boom in the car market is drowning out the 
message. Car buyers are being lured back into the 
showrooms by economic recovery combined with new 
models, cheaper petrol and an end to uncertainty over 
exhaust-emission controls in West Germany, the big- 
gest market in Europe. This will help mop up some 
overcapacity in the European motor industry. Some 
Europeans, crimped by national boundaries and jealou- 
sies, even wish they could rent idle capacity from less 
lucky competitors, as Detroit’s.Chrysler has recently 
done from American Motors... 

Volvo, Daimler-Benz, BMW, Saab and Volkswagen 
are all building new factories or looking for spare 
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ased budgeting—an examination each year of al 
spending programmes to see if they are still justified. 
She won't, but might accept smaller changes. One— 
considered, but wrongly dropped—would be to split the 
Department of Health and Social Security into its two- 
components, under two cabinet ministers. It is not 
reasonable to ask one man to scrutinise the case for 
over 40% of all public spending. Another would be to`: 
produce a separate budget for capital spending, which 
would allow rates of return on capital projects to be 
more directly related to the cost of financing them. At 
present, capital spending takes its chance alongside 
current spending, and suffers from the common con- 
straint imposed on both by the public-sector borrowing 
requirement, even on projects that might earn a good: 
rate of return. 

Britons get tax relief if they spend money in particu- 
lar ways. The annual spending white paper now has a 
table showing each year’s cost of these tax allowances. 
But it makes no attempt to consider tax relief on 
mortgage interest as part of the housing programme, or 
tax relief on private pensions as part of the social- 
security budget. If departments had to fight for the 
holes they knock in the tax base as well as for their 
direct spending, they might tell the Treasury that tax 
allowances are rarely an efficient way for the public 
sector to achieve a given aim. And what a good thing it 
would be if Britain were to follow President Reagan in 
recognising that. 














production lines on which to build new cars. France 
state-owned Renault, after fierce rationalisation under 
France’s recently departed Socialist government, 
halved its loss in the first six months of this year, to 
FFr2.5 billion ($380m), and is hoping to make an 
operating profit by the end of 1987. All these big 
volume-car producers would be doing even better if 
governments were not subsidising their smallish state- 
owned competitors to do what they should not be doing 
anyway. 


The specialised road to profits 
The brightest way to prosperity for companies too sma 
to make it as volume-car producers is to find a niche an 
export the idea to the United States. Witness Jaguar's 
rising profitability since privatisation two years ago. 
The launch this week of its new XJ6 car, the first to be 
introduced since it freed itself from the suffocating 
skirts of state-owned Rover (née BL), is testimony to 
the power of specialisation, though it leaves it too 
dependent on one type of car in one market. T 

The surest way to disaster, on the other hand, is to try 
to sell to both ends of the market'and then to fail to- 
close factories when the strategy naturally fails. This is _ 
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inmeccanica, Alfa’s state-owned parent, to buy all or 
part of Alfa. But it also needs firmly t 
refusal to let Fiat $ ise a rival approach from Ford 
efore it drafts its second offer. _ PSEA 







oot if, come November, Mr Craxi’s government fails to 
stand up to lobbyists who want it to push IRI-into 
accepting an offer from Fiat, because this seems conve- 
nient to them on the eve of a possible Italian general 
election (see page 16). Fiat’s supposed attraction is that 
it promises to save more jobs at Alfa’s plant in the 
politically-sensitive south of the country than Ford 
hinks commercially prudent. Alfa-Romeo will not 
thrive until it is transformed from a tubby generalist 
to a slimmed specialist. Ford recognises this. So long 












s press takes itself seriously—too seriously, 
light say. The horse it mounted in defence of Mr 
Nicholas Daniloff would perhaps have been a little less 
high had the Russians arrested not a journalist but a 
‘OL businessman. And now that more is known 
Daniloff, some of the editorial indignation 
expressed about his treatment seems, in retrospect, a 
bit too righteous. The latest cries of outrage—about a 
paign of “disinformation” organised by the Reagan 
administration—may be seen by some as one more 
example of the press disingenuously putting self-inter- 
est above its usual worldly cynicism. On this occasion, 
however, it does not protest too much. Governments in 
democracies should not, in peacetime, put about in- 
vented deceptions. The cynicism lies with those who 
ink they should. 
The deceptions in question concerned Libyan plans 
for a new round of terrorism, America’s proposed 
sponse and the possibility of a Libyan coup. By 
preading deliberate untruths about these, it is said, the 
dministration hoped to cause alarm in Libya and 
Jespondency in its leader, Colonel Qaddafi. The 
cheme originated in interdepartmental meetings; these 
esulted in a State Department document which was 
edrafted by President Reagan’s national security advis- 
and then rewritten as a presidential directive. 
The administration denies that this became a system- 
atic campaign of deception, but admits both that 
_Memos were flying and that it thinks it legitimate to put 
out false information in order to destabilise Colonel 
_ Qaddafi. The first victim, possibly unintended, was the 
-Wall Street. Journal, which published an overstated 
article about America and Libya being on “collision 
course” on August 25th; other papers, hearing officials 








confirm the basic “facts”, followed... oe 
_ The press, of course, is used to official spokesmen 
i : 





) Support IRI’s. 


The Italian car industry will have shot itself in the 






_ of the press in passing on accurate information becomes 


wants to be believed, when it really has got something 
important to say about Colonel Qaddafi, it would do 
well, before it is too late, to remember Matilda: For 
oy time she shouted “Libya!” 

“Litt 
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ould get access to the 
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putting the news in the best possible light; it can, or 
should be able to, deal with that. It knows, too, that the 
Reagan administration is adept at managing the news, 
at throwing tidbits to the networks every day just at 
feeding-time, at placing stories and revealing half- 
truths; it feels bad about this, but rather enjoys it. It is 
even inured to Mr Reagan’s carefree way with facts, his 
terminological inexactitudes and anecdotes drawn from 
make-believe; it is infuriating for journalists that this 
eupeptic president can get away with these. For an 
administration to be generating untruths, however, 
verges on the unAmerican. 


































President Matilda 
It makes a painful contrast with the administration's 
simultaneous drive to seek out those within its ov ` 
ranks who leak (accurate) information that it wou 
prefer kept secret. While the FBI has been told to sniff” 
out the leakers, the administration has been threatening 
the press with prosecution, in the name of national 
security, to stop it publishing awkward stories. — 
Efforts to put an end to all leaks are as recurrent in 
Washington as the leaks themselves are permanent. 
Governments need to keep some secrets, but leaks 
based in fact cannot be completely stopped, by this 
administration or any other. Nor should they be: as 
television and terrorism combine to make politicians 
ever more remote from the people they govern, the job 









ever more important. But leaks based in deception can 
be stopped by never starting them. If the administration 
; b 
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smoke, and haze has been designed 
to be low in cost and rugged enough to survive environmental extremes. The Driver's Thermal Viewer | 
(DTV) is a compact thermal imaging system planned for the U.S. Army's M1 Abrams tanks, M2/M3 
Bradley Fighting Vehicles, and M60A3 tanks. Hughes Aircraft Company is building 2 proof-of-design 
and 18 engineering development models to “fine tune” the design and smooth the transition to full. 
production. The units will be subjected to extensive testing and evaluation so any design changes can be 
identified early enough to avoid production delays or cost increases. The DTV, designated the AN/VAS-3, 
is designed to be extremely reliable and require minimal maintenance support. It produces a TV-like 
image by sensing variations in temperatures between objects and their backgrounds. It will replace a 
device that amplifies ambient light. 


An advanced computer system for air traffic control is being designed to serve the U.S. into the 21st 
century. The new Advanced Automated System (AAS) will consolidate existing en route facilities and 
approximately 130 terminal facilities into 23 area control facilities throughout the country. It will 
automate many routine air traffic control activities now done manually. Computers will monitor and = 
evaluate air traffic patterns and offer solutions to potential conflicts between airplanes in flight. AAS will 
include work positions and radar display terminals for controllers, powerful modern computers, and new 
software to run the redesigned system. Hughes is designing AAS for the Federal Aviation Administration 
under a competitive contract. Hughes has built air defense systems for more than 20 nations, including 


the U.S., Canada, and NATO countries. 








Technological enhancements have improved the performance of a system used in U.S. Navy ship-to-s 
and ship-to-shore communications. The secure voice switch (SVS), designed and built by Hughes, is a 
processor-controlled, solid-state radio telephone switching system that allows simultaneous trans! 
of clear and secure voice messages. New large-scale integrated circuit devices, using the latest HCMOS 
technology, now provide expanded switching capacity in the same space, plus nonsecure switching . 

between encoding and transmitting equipment. The new system also adds data switching to SVS voice 
capability. The hardware was developed for the Navy's new Landing Helicopter Dock Ship. 





An innovative digital receiver is being developed to alert military aircraft when they are approaching 

enemy radars and electronic warfare systems, thereby putting them at less risk while on a mission, The | 
device, designed for electronic support measures (ESM), will be approximately 1/20 the weight and _ 
substantially smaller than current receivers. It will search for, intercept, record, analyze, and locate 

sources of radiated electromagnetic energy. The receiver can store this information. Or, if an enemy 
signal poses a threat, it can pass this information along to another type of electronic warfare system, $ 
as a jamming device. Hughes is developing the receiver with independent research and l 
development funds. 





For more information write to: PO. Box 45068, Los Angeles, CA 90045-0068 USA 





















































































































































































































































































































































































































































































































































































































































































































INTERNATIONAL 





The taxis of Tehran wait for that 


offensive 


FROM A CORRESPONDENT IN TEHRAN 


Life behind the battle-lines is always a 
surprise. At the front Iranians are killing 
and getting killed, but the eight and a bit 
million people who live in greater TeF ran 
are concerned with the commonplace 
problems of living. Their special concern 
at the moment is that petrol is being 
rationed again, after 44 months when you 
could fill up whenever you wished. Since 
October 2nd, even the largest car has had 
to manage on a little over 13 gallons a 
month. This is a nuisance in a city where 
public transport consists of a poor bus 
service and taxis. 

Not even the taxi drivers can see any 
advantage in it. The 16,000 orange taxis 
which charge 25 rials (33 cents) in smoggy 
Tehran for a short shared ride are already 
pushed to Stakhanovite limits. Somebody 
has worked out that the average taxi carts 
around 206 people in an eight-hour shift. 
There are also 4,000 grey taxis, which 
take solo passengers, and some 7,000 
minicabs, many of them unlicensed. The 
unlicensed cabs are mostly driven as sec- 
ond jobs by middle-class people trying to 
make ends meet. The extra cash is a 
godsend (Allah be praised) for a teacher 
earning 30,000 rials (about $400) a 

mth, paying 20,000 rials for a one- 

droomed flat, and trying to keep up 
with an inflation which is at least twice as 
bad as the official annual rate of 9%. 

Richer people have other money prob- 
lems. One of them is getting foreign 
currency to pay for trips abroad. Nearly 
700,000 Iranians go abroad each year on 
business or on holiday, or to visit rela- 
tives: more than 400,000 Iranian families 
live in the West, mostly in the United 
States, Britain, France and West Germa- 
ny. It is legal to buy dollars and pounds at 
around ten times the official rate from 
other Iranians who have foreign currency 
accounts in Iranian banks. It is illegal to 
buy them from currency touts or to have 
an account in a foreign bank. But thou- 
sands of Iranians do have such accounts, 
and the touts continue to ply their trade in 
Firdowsi Avenue. 

The Iranian government, like most 
governments, is prepared to turn a blind 
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eye to misdemeanours it cannot control. 
Anyway, it prefers to stay at peace with 
the affluent, secular classes, which help to 
provide the professional and managerial 
skills that keep the country running. The 
government explains that the Islamic rev- 
olution which brought it to power is not 
hostile to the wealthy, unless they have 
got their money illegally. Article 49 of the 
constitution does give a very wide-rang- 
ing definition of ill-gotten gains, starting 
with “usury”, which can mean just a 
sharpish rate of interest. But in practice 
the well-off are not hounded. 

Such pragmatism in economic manage- 
ment is in notable contrast to the govern- 
ment’s fanatical commitment to the ideol- 
ogy of Islam as a means of keeping up the 
war with Iraq. President Saddam Hussein 
of Iraq has been condemned as an “‘infi- 
del” by Ayatollah Khomeini, and his 
removal is still Iran’s central war aim. 
War and revolution have become inter- 
twined in Iran, and in doing so have 
helped to sustain the ayatollah’s regime. 

A week of patriotic celebrations began 


Read Iran in two ways 


Sere ae ee 


on September 22nd, the sixth anniversary 
of the Iraqi attack that started the war. It 
included an impressive military parade, a 
re-enactment of Iran’s seizure of Iraq’s 
Faw peninsula in February, and a tableau 
of the (hoped-for) Islamic revolution in 
Iraq. A day was devoted to plans to 
“liberate” Karbala, in Iraq. 

In Karbala, in the year 680, Imam 
Hussein, a grandson of Muhammed, and 
72 followers died in a clash with a rival 
Islamic army. The Imam and his followers 
were of the Islamic group, now known as 
the Shias, that split from the majority of 
Muslims. Iran is largely Shia. In the 
present war the Iranian volunteer force 
called the ‘Mobilisation of the Op- 
pressed”, which has trained more than 
3m soldiers, has as its motto, “Liberate 
Karbala”. The volunteers wear red head- 
bands with the words “Lover of 
Karbala”. 

Imam Hussein died on September 
15th—Muharram 10th in the Islamic cal- 
endar. The occasion is one of public grief 
and self-flagellation in Shia Islam. This 
date, with its closeness to the anniversary 
of the Gulf war, led some political seers 
to guess that Iran’s much-predicted “final 
offensive” would start before the end of 
the month of Muharram, on October 4th. 
This week the Iranians were content to 
lob shells before dawn towards Basra, in 
southern Iraq, but did not otherwise 
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Warming up for Iceland 


The road to this weekend’s summit—if 
that’s the word—in Iceland’s capital was 
paved with concessions on arms control. 
The Americans insisted that other issues, 
including human rights, should also be 
on the agenda; but it was the possibility 
of a deal on nuclear weapons that 
brought the two leaders together. 

Both sides have modified their terms 
during the run-up to the second Reagan- 
Gorbachev meeting, but the Russians 
have made more concessions than the 
Americans. In particular, they have 
cleared most of the obstacles out of the 
way of a deal on medium-range missiles 
in Europe. 

When the negotiations on these mis- 
siles started in 1980, the Russians, count- 
ing on the West European nuclear pro- 
test movements to force a lopsided deal 
on their governments, pitched their de- 
mands sky-high. They insisted that, 
while they would keep all their ss-20 
missiles (whether aimed at Western Eu- 
rope or at targets in the Far East), NATO 
should completely abandon its plan to 
deploy a force of Pershing-2 and cruise 
missiles in Europe. The Americans said 
they would abandon the deployment 
only if Russia would scrap all its ss.20s, 
including those aimed at the Far East. 


Freezing in Siberia 


When the demonstrations against cruise 
and Pershing failed to stop their arrival, 
the Russians produced a new—and 
slightly less lopsided—formula. They of- 
fered to cut the number of ss-20s aimed at 
Western Europe, but argued that they 
were entitled to retain some as a coun- 
terpoise to the British and French missile 
forces, whereas all the American missiles 
should be withdrawn. The Americans 
held to the view that there should be 
equal numbers of American and Russian 
medium-range warheads in Europe. 
They also suggested that Russia should 
reduce its Far East array of missiles, and 
that America should be allowed an equal 
number stationed within the United 
States (presumably in places where they 
could threaten only Siberia). A stand- 
off, still. 


threaten the Iraqis. 

The new guess is that the offensive, if it 
doesn’t come in the next couple of weeks, 
will be delayed until after the winter 
rains, due in November and December. 
Some strategists argue that the rains im- 
pede Iraqi tanks, and so would be helpful 
to the Iranians, but the Iranians don’t like 
feeling bogged down either. Although 
they have fought in soggy weather before, 
they may prefer to wait until the land 
dries out in January or February. 

The Iranians are hoping that the latest 
meeting of the Organisation of Petroleum 
Exporting Countries, which opened in 
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Since last November's Geneva sum- 
mit, however, the Russians have made 
several big concessions: 

@ In June Mr Gorbachev offered to 
freeze the number of ss-20s in the Far 
East; previously the Russians had re- 
fused to accept any limit on them, 

@ During his talks in the United States 
in late September, Mr Edward Shevard- 
nadze, the Soviet foreign minister, said 
that the British and French systems no 
longer posed a problem. This opened the 
way to a deal based on equality between 





rs Sij 
Reykjavik beckons 
Russia and the United States. 
@ The Russians then proposed that each 
superpower be limited to 100 warheads 
in Europe. At the moment, the Russians 
have about 720 warheads on 240 triple- 
warhead ss-20s, and the Americans have 
about 250 single-warhead cruise and Per- 
shing-2 missiles. 

Two sticking-points remain: the size of 
the Russians’ cut in their Far East ss-20 
arsenal, and the Americans’ right to 
decide which missiles they would keep in 
Europe. The Russians want all the Per- 
shing-2s to be removed, but the United 


Geneva on October 6th, will persuade its 
members to cut their output, thus pushing 
up the price of oil, Iran is still managing to 
export oil from Kharg Island, despite 
frequent attacks on the terminal. During 
the past three months Iraqi pilots have 


grown less timid. But two of Kharg’s 


berths are still functioning, and can han- 
dle Iran’s present exports of only about 
800,000 barrels a day. Iran is probably 
producing more, but may be stockpiling 
for the offensive. That could be why 
petrol has gone on the ration. At least, 
that is what the people of Tehran say, as 
they try to wave down a taxi. 


States wants to keep 18 or so in West 
Germany. 


The star-wars veto fades 

Compromise is not confined to medium- 
range missiles. Both sides have also 
shifted their positions on other subjects: 

@ Star wars. The Russians originally 
said there could be no missile cuts of any 
sort unless America abandoned its whole 
Strategic Defence Initiative anti-missile 
research programme. Then Mr Gorba- 
chev exempted medium-range missiles 
from that veto. Then, in June, he said he 
would be content with a 15 to 20-year life 
span for the anti-ballistic-missile treaty 
signed in 1972 (at present, either side can 
back out of it on six months’ notice). On 
most readings of this treaty, it permits 
research into anti-missile weapons but 
not their testing or manufacture, 

@ Mr Reagan, who had often said that 
the spi was not negotiable, began to 
negotiate about it in July, offering terms 
that amounted to guaranteeing the ABM 
treaty for 5-7 years. 

@ The Russians have long said that they 
accept the principle of on-site inspec- 
tions to check compliance with arms- 
control agreements; but until recently, 
whenever the negotiating came down to 
practical details, they always insisted on 
let-out clauses. This year, however, they 
seem to have come across. 

They have allowed a group of non- 
government American scientists to enter 
Russia to measure seismographic data to 
help in checking on underground nuclear 
explosions, At the 35-country Stockholm 
conference which ended last month, they 
committed themselves to letting western 
observers watch Soviet army manoeu- 
vres in Europe. And in the 40-country 
Geneva talks on chemical weapons they 
may be getting ready to accept on-site 
inspections of chemical factories more or 
less on demand. 

But on-site checking remains the like- 
liest cause of dispute. It will be harder to 
work out satisfactory arrangements for 
making sure that nuclear missiles really 
have been dismantled than it was to 
provide for the inspection of soldiers on 
manoeuvres. But now the Russians have 
got one foot in the water, they may find 
it easier to take the plunge. 


United Nations 


Good news from 
the wasteland 


The description of a second marriage as a 
triumph of hope over experience may also 
apply to a second term as United Nations 
secretary-general. In 1981, when Mr Ja- 
vier Perez de Cuellar, a, Peruvian diplo- 
mat then aged 61, took on the job, he said 
he meant to serve for only one five-year 
term. And one might suppose that devel- 
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opments at the UN since then would have 
strengthened, not weakened, that 
intention. 

Earlier this year, Mr Perez was indicat- 
ing that he could not contemplate a 
second term unless the organisation’s fi- 
nancial solvency was assured. But on 
October 2nd the five permanent Security 
Council members—America, Britain, 
China, France and Russia—asked him to 
stay on. The word was put out that his 
formal re-election by the General Assem- 
bly would go through at the end of this 
week. So is the great UN financial crisis 
off? 

In strict terms of reality, it was never 

on. The problem has not been a lack of 
money but the member governments’ 
passion for wasting it. Of those activities 
that are financed from the basic UN reve- 
nues, all the useful ones could be covered 
by a modest budget. But the majority in 
the assembly has demanded more unpro- 
uctive speechmaking and paperwork so 
persistently that the reserve funds are 
now exhausted. So is the patience of the 
main contributors—Americans, Europe- 
ans, Japanese and Russians alike. For 
several years they have opposed swollen 
budgets that were nevertheless author- 
ised by the votes of states that provide 
less than 20% of the revenue. 

Mr Perez has long urged that confer- 
ences, speeches, resolutions and docu- 
ments should be fewer, shorter and less 
drearily repetitive. He has described the 
growth of the secretariat (caused by the 
assembly majority’s continual demands) 
as “excessive both in numbers and rank 
. . . reduction at all levels is needed”. A 
15% cut in staff is one of the proposals, 
echoing and amplifying Mr Perez's, made 
by the 18-member committee whose rec- 
ommendations for reform are being de- 

bated at the current assembly session. 

“his year, Mr Perez has had to devote 

ch of his time to getting laggard gov- 
ernments to pay up their arrears of dues 
and to trimming expenditure, so far as he 
could within the narrow limits imposed by 
the assembly’s demands. He has whipped 
in more than $500m of the arrears and, 
with the assembly's grudging consent, 
given at a special spring session, reduced 
spending by nearly $60m. But he has still 
had to serve a warning that “the very 
operation of the UN has been placed in 
jeopardy” by the Americans’ decision to 
withhold a large part of their dues until 
the organisation mends its ways. Is it 
going to mend them? 

Spokesmen for President Reagan’s ad- 
ministration have said that congressional 
eagerness to push the cutting process 
even farther might prove counter-produc- 
tive. They have argued that, while care- 
fully calculated American pressure could 
bring desirable reforms, pushing too hard 
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was liable to wreck the reforming effort. 
Presumably, however, if Mr Perez has 
changed his mind about carrying on, he 
now has fair hopes that this assembly 
session will see that effort rewarded, 

In UNESCO, the autonomous UN agency 
concerned with education, science and 
culture, it was primarily Japanese pres- 
sure that brought this week’s most heart- 
ening development: Mr Amadou Mahtar 
M’Bow's declaration that he would not 
seek re-election next year to the position 
as director-general that he has held since 
1974. 

Since the American withdrawal from 
membership, Japan and Russia have had 
the biggest financial leverage in UNESCO, 
each of them providing about a sixth of its 
money. The Japanese had warned Mr 
M'Bow that they would lead a “massive 
exodus” of members if he were re-elect- 
ed; the Russians had signally failed to 
leap to his defence. So, both in this 
agency and in the UN itself, the latest 
portents will raise hopes of an early end 
to an era of waste which has sadly re- 
duced these organisations’ ability to serve 
the purposes for which they were created, 


India 
Nise. 


FROM A CORRESPONDENT IN DELHI 





Good taste has stilled speculation in India 
about who would have taken over had last 
week’s attempt on Mr Rajiv Gandhi's life 
succeeded. Even so, India has been re- 
minded afresh of the narrow base on 
which its democracy and stability rest. An 
assassination would presumably have set 
off a massacre of Sikhs of the kind that 
followed Indira Gandhi’ murder two 
years ago, in which some 3,000 people 
died. And there would have been the 
problem of a new prime minister. 

Mr Gandhi runs a princely style of 
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government. His is a court without an 
heir-apparent. No minister has been al- 
lowed to construct the power-base that 
would make him a natural successor, Like 
his grandfather, Jawaharlal Nehru, and 
his mother, Indira, Rajiv Gandhi cuts his 
rivals down to size. Nor is there anyone in 
sight in the family to carry on the dynasty. 
Mr Gandhi's burly second cousin, Mr 
Arun Nehru, had seemed to be a possibil- 
ity. But Mr Nehru, a minister of state in 
the home ministry, was in too much of a 
hurry, encouraging people to call him the 
man most likely to succeed, and thus 
became suddenly less likely to. 

When Mr Nehru had a heart attack last 
spring, Mr Gandhi took away all but 
seven of the 51 areas of responsibility 
allocated to him. He lost charge of law 
and order, intelligence, the paramilitary 
Central Reserve Police and the war on 
terror. He was left with the less influential 
jobs of controlling the national police, the 
fire service and the civil defence colleges, 
along with dealing with visas and permits 
for foreigners. It is still not clear how 
serious his heart attack was, but Arun 
Nehru is out of the running for the time 
being. 

If Mr Gandhi had died on October 2nd, 
President Zail Singh would almost cer- 
tainly have played by the book and sworn 
in the next most senior cabinet minister, 
Mr P. V. Narasimha Rao, as caretaker 
prime minister. Mr Rao, a loyal, unasser- 
tive south Indian lawyer of 65, has held 
most of the top posts—defence minister, 
foreign minister, home minister and now 
minister for human resource develop- 
ment (perhaps only an Indian, perhaps 
only Rajiv Gandhi, could dream up such 
a department). 

Mr Rao’s lack of popular appeal would 
probably count against him in the search 
for a more permanent prime minister. So 
would his roots in Andhra Pradesh, 
though he is one of the few south Indian 
politicians to have mastered the Hindi 


A diminishing dynasty: Rajiv with grandfather Nehru 
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- language. Mr Gandhi’s Congress party 
prefers a leader from the states where it 
draws its mass support, the Hindi belt-of 
north-central India. 

Mr Rao’s strongest rival would proba- 
bly be Mr V.. P. Singh, the finance 
minister, who has shown both courage 
and imagination in trying to reform the 
economy and the tax structure. He is only 
55 and hails from India’s biggest state, 
Uttar Pradesh, in the heart of the Hindi 
belt. Mr Singh has, however, infuriated 
the business community with his tax raids. 
Others mentioned as possible leaders— 
the foreign minister, Mr Shiv Shankar, 
the party vice-president, Mr Arjun 
Singh—owe their eminence to the present 
prime minister's favour rather than to any 
conspicuous leadership qualities of their 
own. They are competent sidekicks. They 
sink or swim with Mr Gandhi. 

Only one thing is sure. The next prime 
minister would be a member of the Con- 
gress party. Congress holds 413 of the 545 
seats in the lower house. Even if it 
suffered some defections, they are unlike- 
ly to be numerous enough to open the 
door to the opposition. Anyway, the 
opposition is a divided group of people, 
most of them from distant regions of the 
. country. There is, as yet, no plausible 
alternative to the Congress party. 


“Japan and China 


Their captain for the 
Great Game 


FROM OUR TOKYO CORRESPONDENT 


` Japan’s prime minister and emergent in- 
ternational statesman, Mr Yasuhiro Na- 
kasone, is intent on making new friends 
and influencing more people. Fresh back 
from visiting President Chun Doo Hwan 
of South Korea, he is soon to welcome 
two other Asian leaders, President Cora- 
zon Aquino of the Philippines and Mr 
Lee Kwan Yew, prime minister of Singa- 
pore, Then comes the big league. Within 

the space. of two months he is planning to 
: meet the leaders of China, the United 
States and the Soviet Union: Mr Deng 
Xiaoping in Peking late next month; 
< President Reagan in Washington in early 
January; then Mr Mikhail Gorbachev in 
Tokyo later that month. 

Mr Nakasone will carry with him an 
aura of Japanese nationalism which. up- 
sets his immediate neighbours more than 
remoter nations. The outward signs of 
this mood have included the annual hon- 
ouring of Japan’s war dead at the official 
Yasakuni shrine, a revision of Japanese 
- school textbooks to play down the coun- 
try’s past military aggression and some 
rewriting of history by the education 
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Peking’s lonely-hearts agencies: are ad- 
mitting defeat in their efforts to match 
up the 150,000 or so customers on their 
books. According to the China Daily, 
despite all the dances, outings and other 
events arranged so that single men and 
women looking for spouses can meet and 
match, the agencies’ success rate is only 
a modest 5-10%. 

Unlike China’s villagers, most of 
whose “marriages are still arranged by 
parents, .city singles are left to find 
Comrade Right on their own. China’s 
teenagers, like their foreign cousins, 
have managed to create something of a 
culture all their own. But for those 
unmarrieds too old for the youth cult, 
there is only work in. their “unit” and 
then home in the evenings—usually to 
Mum and Dad. “Bare sticks”, as the 
Chinese call those who slip.through the 
marriage net, are regarded as odd. In 
towns and cities, where housing is in 
short supply, they are not entitled to flats 
of their own. 

When the marriage bureaus were first 
set up three years ago, pictures showed 
nervous men and women in their late 20s 
and early 30s sitting stiffly in long rows 
facing each other. All had been asked to 
fill in forms, saying what they were 
looking for in a spouse: beauty, money 
and status, were the typical replies, not 
the ideological purity the good Marxist 
should be thinking of. 

Today’s bureaus are less off-putting, 
but they are no more: successful. The 
women are often over 30 and well- 
educated, with high-powered jobs in 
Peking’s research institutes or the civil 
service. Most say looks are not all that 
important; they want husbands who are 
as..bright as they are and have similar 
backgrounds. But most of the men are 
manual workers in their 20s seeking even 































minister, Mr Masayuki Fujio, who was 
sacked for it. 

South Korea led the emotional fervour 
that these issues raised in Asia. The 
Chinese were slower to official anger. 
They are prepared to take as read Mr 
Nakasone's contrition for Mr. Fujio’s 
hurtful: remarks, particularly about the 
Nanking massacre in 1937, and are not 
demanding anything as unneighbourly as 
the public apology made to the Koreans. 

Japan wants a China. that is: stable, 
reasonable and worth. talking to: The 
Japanese: government sees Mr Deng’s 
economic reforms as the best hope for 
achieving that. But economics are a stick- 
ing-point. On September 27th, Mr Deng 
called for a quadrupling of the two coun- 
tries’ trade. But Japanese companies, like 
their European and American. counter- 
parts, see that the China business boom is 
over for now. Japan's trade surplus with 
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younger, pretty spouses.. 

. Why the mismatch? According to. the 
Communist party’s People’s Daily, most 
of the unmarried women who seek help 
in finding husbands had been sent to the ` 
countryside during the Cultural Revolu- 
tion. After 1976, when ‘they were al- 
lowed to filter back to resume their 
studies, they were already older than 
most students. Since most Chinese girls 
marry in their early 20s, they missed the 
boat. The bright young men of their own 
age who returned from rural exile. mar- 
ried much younger brides. 

But the China Daily says that many of 
the women on the agencies’ books are 
looking for husbands only because of 
“social and traditional prejudices against 
independent single people”—or to get a 
flat away from their parents. One man- 
ager reckoned that marriage bureaus 
should stop trying so hard at marriage 
and simply set up clubs to help single 
people enjoy themselves in their spare 
time. Apparently, the agencies are put- 
ting it about that, deep down, these 
singular lonely hearts may be less unhap- 
py than many married couples. 
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China was $1.7 billion in the first halt 
this year, compared with $2.8 billion a 
year earlier. The drop:came mostly be- 
cause the market in China for Japan’s 
exports of cars, television sets and other 
consumer electronics has collapsed faster 
than the fall in world prices has cut the 
value of China’s main exports to Japan, 
oil and coal. Japan’s imports from China 
fell by 9% in the first half of this year, 
while its exports there fell by 23.5%. 
Much ‘of Mr“ Nakasone’s discussion 
with Chinese leaders will be about region- 
al security in the broader:framework of 
East-West relations, which may by then 
have been eased by the meeting between 
Mr Reagan and Mr Gorbachev in Ice- 
land. Chinese-Soviet relations are anoth- 
er matter, While some observers think 
they spot a thaw in the making, Japanese 
officials believe there is no great change 
in feeling between the two countries. The _ 
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Worldly Nakasone 


Chinese, for their part, are nervous about 
Mr Gorbachev's forthcoming visit to To- 
kyo, the first-ever by a Soviet leader. A 
decade ago China was critical of Japan’s 
security pact with the United States; it 
now sees the pact as a force for stability in 
the region, because it restrains the Rus- 
sians. Too much warmth between Russia 
and Japan would worry China. 

Japan must balance its relations with 
China against those with other countries 
in the region, especially with the two 
Koreas. South Korea and China do not 
have diplomatic relations, and President 
Chun asked Mr Nakasone to act as a link 
between them. The South Koreans are 
keen to improve relations with China; 
Seoul is being swept by China fever, 
intensified by China’s successes at the 
Asian games that have just ended there. 
pe the Chinese do not want to pro- 

ke the North Koreans, so if Mr Naka- 
sone pushes South Korea’s suit too hard 
he will embarrass his hosts in Peking next 
month. Yet he must press it hard enough 
to keep the South Koreans, his hosts of 
last month, convinced that he really wants 
to improve their relations with Japan. 
East Asian diplomacy is as hard to play as 
chess; but games, even complicated ones, 
are better than rougher conflicts. 


The Caribbean 


Open palms among 
the palm trees 





Big money is a temptation for little coun- 
tries. The Caribbean, long an offshore 
banking haven for companies seeking to 
avoid paying tax, has become a staging- 
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post for the huge drugs traffic from Boliv- 
ia, Peru and, in particular, Colombia to 
North America, and a centre for launder- 
ing the profits from the drugs trade. Mr 
Barry Rider, the head of the Common- 
wealth secretariat’s commercial crime 
unit, told a meeting in Barbados last 
month that the institutions of some Carib- 
bean countries were “so penetrated by 
the vast amounts of money generated by 
organised crime ... that really one is 
dealing with a criminal state.” 

Colonies can be no better than inde- 
pendent nations. In July Britain virtually 
reimposed direct rule on one dependen- 
cy, the Turks and Caicos Islands. The 
governor, Mr Christopher Turner, sacked 
the chief minister, Mr Nathaniel Francis, 
after a London-appointed court of inqui- 
ry had found him “unfit to hold public 
office" on account of, among other 
things, “unconstitutional behaviour and 
administrative malpractices.’’ Mr Francis 
has denied being involved in the drugs 
trade; his predecessor, Mr Norman 
Saunders, was arrested last year on a 
drugs-smuggling charge in Miami, along 
with his minister of commerce. 

The Caribbean islands are a well-used 
refuelling and transfer point for ships and 
aircraft carrying marijuana and cocaine 
into the United States.It has been alleged 
that smugglers have been prepared to pay 
$30,000 per shipment of marijuana and 
$250,000 per shipment of cocaine for 
these services. Mr Turner and the United 
States Drugs Enforcement Administra- 
tion claim to have cracked the problem in 
the Turks and Caicos. This month an 
agreement was reached by which investi- 
gators will have access to banking infor- 
mation on those islands. 

A similar agreement was signed in 1984 
with another British colony, the Cayman 
Islands, which is a much bigger banking 
centre. The Americans reckon that, in all, 
around $20 billion-30 billion in drugs 
money is laundered through the Caribbe- 
an every year, much of it through the 
Caymans. The government of that colony 
was at first reluctant to sign, thereby 
endangering its reputation as a tax haven, 
but came under pressure after frequent 
American arrests of people entering the 
United States from the Caymans. Similar 
banking agreements may be signed with 
other alleged laundries such as Bermuda, 
Anguilla and the British Virgin Islands. 

Another leading trans-shipment and 
money-laundering centre is the indepen- 
dent Bahamas; the proceeds from the 
cocaine trade are now reckoned to ac- 
count for about a tenth of the country’s 
GDP. The Bahamas’ 700 or so islands 
make an ideal, place for drugs to be 
transferred from long-distance freighters 
to fast boats and from air cargo aircraft to 
light aeroplanes for the final run into 
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Florida. A court of inquiry in the Baha- 
mas last year suggested that two cabinet 
ministers were involved in the trafficking, 
and that the prime minister, Sir Lynden 
Pindling, received $2.8m in gifts and 
loans between 1977 and 1983. Sir Lynden 
denies that any of the money was related 
to the drugs trade. He has refused to 
resign. 

One country that seems to be doing 
something about the drugs trade is Jamai- 
ca, from which marijuana is delivered to 
the Florida coast, accounting for around 
14% of American consumption, The Ja- 
maicans have joined American coast- 
guards in intercepting boats and have 
bulldozed several small airstrips. Around 
3,000 acres of cannabis crops were de- 
stroyed last year. 

A Latin American country bordering 
on the Caribbean is also heavily involved 
in drugs trans-shipment. General Manuel 
Noriega, the head of Panama's national 
guard, has been accused of drug-traffick- 
ing and gun-running in evidence gathered 
by American intelligence investigators. 
Panama is a haven for more than 120 
banks. Some $600m in drugs proceeds is 
alleged to pass through Panama every 
year; the country has, however, refused 
to allow the Americans access to the 
records. 

Senator Jesse Helms, an outspoken 
American who takes an interest in Latin 
America, said in June that General Nor- 
iega is “the biggest drugs trafficker in the 
western hemisphere.” To exceed the re- 
cord of other entrepot countries in the 
Caribbean, let alone the big producer 
states like Bolivia, Peru and Colombia, 
would take some doing. 


Uganda 
Goodbye, goodwill 





When the guerrillas of Uganda's Na- 
tional Resistance Army took power in 
January, General Yoweri Museveni, 
their leader, put together a coalition of 
political, ethnic and religious factions, 
including even the leaders of some of 
the rival guerrilla bands. He sought ret- 
ribution only against those personally 
responsible for crimes committed under 
previous regimes. For Uganda, emerg- 
ing from 20 years of dictatorship, mur- 
der and decay, it was a policy of amaz- 
ing moderation. It may be over. 

On October 7th, President Museveni’s 
government announced that it had 
crushed a conspiracy. Three cabinet min- 
isters and six senior army officers were 
arrested and charged with treason. So 
were 17 other people, including Mr Paulo 
Muwanga, vice-president under the dicta- 
torial regime of Mr Milton Obote, who 


31 








INTERNATIONAL 
was overthrown in July 1985. 

Several of Mr Museveni’s cabinet col- 
leagues had opposed his policy of recon- 
ciliation. Some wanted to punish every- 
body who had collaborated with previous 
regimes. The hard-line left-wingers did 
not want capitalists in the government. 
Some ministers from the province of 
Buganda, which contains about a quarter 
of the country’s 16m people and bore the 
brunt of the previous oppression, wanted 
preference for their own people. 

The alleged plotters are from Bugan- 
da’s 20% Roman Catholic minority, 
whose political wing is the Democratic 
party. They are said to have been provid- 
ing money, and maybe weapons, to Cath- 
olic dissidents of other tribes, far away in 
the northern provinces along the border 
with Sudan. The mission parishes in the 
north (many of whose priests are Italian) 
often extend across the border, Their 
southern Sudanese parishioners, while 
resisting the Muslim government in Khar- 
toum, also oppose the main southern 
Sudanese resistance movement, the Su- 
danese People’s Resistance Army, whose 
leader, Colonel John Garang, is an 
American-educated Protestant. They are 
also critical of Mr Museveni, who in- 
cludes Muslims in his cabinet and wants 
to work with Sudan to stop incursions 
both ways across the border, 

The accusations of subversion may be 
untrue, Ministers from the Democratic 
party (including Mr Paul Ssemogerere, 
the interior minister) remain in the cabi- 
net. But Mr Museveni, who comes from a 
small tribe on Uganda’s south-western 
border with Rwanda, had hoped to unite 
all Ugandans in a non-tribal, non-sectari- 
an and mildly socialist republic. The so- 
cialist experiments are disastrous, but the 
effort at reconciliation had earned much 
goodwill. Now reconciliation, too, seems 
to be foundering on Uganda's entrenched 
rivalries, not merely between tribes but 
between Christian groups. 


Colombia 


When a guerrilla 
retires 





Most countries with communist guerrillas 
would like them to come down from the 
hills and resume a peaceful life. Colombia 
has found that it isn’t that simple. A 
Marxist group called Patriotic Unity, 
which includes former guerrillas who had 
chosen peace, took part in the March 
general election, winning six seats in the 
199-seat chamber of deputies and three in 
the 114-seat senate. Since then, at least 15 
members of Patriotic Unity have been 
murdered. They included a senator and a 
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Some of Russia’s admirals may see the 
sinking of one of their missile subma- 
rines in the western Atlantic on October 
6th as a blessing in disguise. Nothing is 
harder to get rid of than an ancient 
nuclear submarine. The one that went 
down this week belonged to a nearly 
obsolete class: the oldest of the class 
went into service more than 20 years 
ago, and their missiles lack range and 
accuracy. It may be that the Russians did 
not try too hard to prevent the damaged 
sub from sinking. 

Several years ago the Americans want- 
ed to get rid of their first ten Polaris 
submarines, then about the same age as 
the one the Russians have just lost. Their 
reactor compartments, packed with ra- 
dioactive material, would have been al- 


deputy , both of them former guerrillas. 
Right-wing death squads have been 
blamed. Patriotic Unity has threatened to 
pull out of politics unless its members are 
given protection. It is also saying darkly 
that the killings could lead to a cancella- 
tion of the ceasefire agreed upon between 
the Revolutionary Armed Forces of Co- 
lombia (FARC) and the government. 
Some army officers who had fought the 
guerrillas for years were unhappy about 
the ceasefire signed in 1984 with the FARC 
leader, Mr Manuel Marulanda, who now 
lives quietly, tending roses. They ap- 
peared not to grasp that the government 
was bringing peace to the country without 
making political concessions, and was 
undermining those guerrillas who reject- 
ed the ceasefire. The government of Pres- 
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The sub that had to die 


Marulanda, seated, has come out of the jungle and now grows roses 
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most impossible to cut up and dispose of 
safely and cheaply. Let's tow them to 
mid-ocean and pull the plugs, said the 
navy. No you won't, said the environ- 
mentalists, and they won the day. 

So the Americans stripped what they 
could out of the old subs, opened their 
missile tubes (so that Russian satellites 
could see the missiles were gone) and 
moored them to a pier, where they 
languish to this day. The Russians and 
the Americans now have more than 300 
nuclear submarines between them, plus 
several nuclear-powered surface ships. 
Add to this a couple of dozen British and 
French submarines, and all the ones still 
to be built everywhere. A real problem 
will surface, or sink, around the end of 
the century. 























ident Virgilio Barco believes that the 
recent murders have played into the 
hands of the hardline left, and has prom- 
ised to try to prevent any more killings. 
Some government officials have dissented 
from this assessment by claiming that the 
murders are the work of communists 
angry with the ceasefire. 

The country needs peace to attract 
foreign investors and thus reduce the high - 
level of unemployment. The exchange 
rate is competitive. The balance of pay- 
ments will be in surplus this year. Coffee 
is booming. Colombia will soon become a 
net exporter of oil; it is already exporting 
coal and gold. Its foreign debt is manage- 
able. The World Bank, a big lender to 
Colombia, is delighted. The country just 
needs a bit more tranquillity. 


Ss. ‘Tp Far a 
mole = a A FAK A 


IPE e 


+ 





THE ECONOMIST OCTOBER 11 1986 


AMERICAN SURVEY 





Hunkering down for the 


long haul 


The year of the quick fix is over. Since 
September 1985, when the finance minis- 
ters of the industrialised world’s five 
leading economies co-ordinated a drop in 
the dollar against other leading curren- 
cies, economists and politicians have 
been feverishly awaiting each month's 
trade figures, looking for an improve- 
ment in America’s deficit. It has been 
sorely needed. The trade deficit in 1986 
may turn out to be $20 billion-30 billion 
more than the $148 billion posted in 1985. 
Growth has slowed; unemployment in 
September rose to 7% from 6.8% in 
August (see chart). Provisional figures 
for sales of new houses in August, at 
594,000 sold, were 13% down on July’s, 
and the lowest for two years. 

Yet the:recent monthly figures from 
Washington do not seem to be provoking 
the gloom that they did earlier in the 
year. That is not only because weak 
figures have become familiar, and not 
only because of some unexpected gleams 
of hope, such as the record monthly 
reduction in the trade deficit, by $4.7 
billion, in August. It is also because of a 
new belief that America’s economy is 
changing in ways that cannot be measured 

nth by month. Such problems as the 
~~ nomy has, it is now said, are ones that 
must be tackled in a long haul. 

One example of the new, long-term 
approach is an end to the calls for refla- 
tion in Japan and West Germany that 
were such a feature of the summer. Now 
Mr Paul Volcker, the chairman of the 
Federal Reserve Board, goes out of his 
way to express appreciation of German 
growth rates. And some forecasters now 
point out that any politically-possible ex- 
pansion in those two countries might 
shrink America’s trade deficit next year 
by only about $10 billion. That is not a 
quick fix. 

Nor do the optimists offer one. Mr 
Fred Bergsten, of the Institute for Inter- 
national Economics, reckons that the 
drop in the value of the dollar will reduce 
the trade deficit by $30 billion-40 billion 
in both 1987 and 1988. But it will still be 
at least $75 billion in 1988, and could 
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climb again after that. 

Another sign of the new mood is the 
report of a happy consensus among the 
members of Mr Volcker’s board. In Feb- 
ruary, the four Reagan-appointed mem- 
bers of the seven-person Fed (a fifth will 
be appointed before the end of the year) 
outvoted the chairman and called for 
interest-rate cuts. But in July and August, 
tired of waiting for a growth of interna- 
tional demand, Mr Volcker was happy to 


Not so bad if you’re white 


make further cuts—and is even said to 
have led the call for them. Now two of the 
Reagan appointees, Mr Wayne Angell 
and the vice-chairman, Mr Manuel John- 
son, have taken their cue from rising 
commodity prices to sound almost Volck- 
erite in their determination not to press 
for extra monetary accommodation at the 
risk of fuelling inflation. Again, no quick 
fix. 

Instead, there is a recognition that the 
economy needs some structural adjust- 
ment. Some, it is said, have “not shared 
in the overall expansion of the econo- 
my—farmers, other exporters, and those 
who must compete with imports”; and 
that is not a Democrat talking, but Mr 
Johnson. To the soufflé effect—the econ- 
omy is fine on the coasts, but not in the 





heartland—has to be 
















14.8% (see chart-on previous page), a 
little better than a year ago, but scandal- 
ously worse than the white rate of 6%. No 
less than 38.3% of. black teenagers are 
counted as unemployed. Hispanic unem- 
ployment, now at 11.1%, is worse than in 
September 1985. 
- Instead of short-term solutions, politi- 
< cians, commentators and businessmen 
are beginning to look to the 1990s and 
_ beyond. There was joy, genuine and 
unconfined, in the administration after 
the ministerial meeting of the General 
Agreement on Tariffs and Trade (GATT) 
in Uruguay last month. The Americans 
came back with everything they wanted. 
: Parties to the GATT are pledged to bring 
services within its remit; for America, in 
which manufacturing now accounts for 
only a quarter of all jobs, free trade in 
services will one day be vital. 
~~ One day; but the GATT negotiations are 
scheduled to last five years, might take 
longer, and. their effects on service em- 
ployment and output will be even further 
` delayed. Reforms in education will take 
“longer still, yet such reforms are now 
often mentioned by businessmen as the 
structural change they desire above all 
else. 

The talk now is of competitiveness, and 

of yet more think-tanks and caucuses to 
promote it. Competitiveness can mean 
anything at all, but when adopted as the 
war-cry of serious businessmen it means 
an attempt to match the Japanese, Ger- 
mans and Koreans in the international 
marketplace. 
The alternative, those businessmen 
know, is protectionism. True, the trade 
figures have not played as big a part in 
this year’s Senate races as many Demo- 
crats had hoped, but that is mainly be- 
cause Republicans have been as speedy to 
disown free trade as their opponents. A 
trade bill will have to be introduced into 
the new Congress (without it, the admin- 
istration will not be able to get down to 
detailed negotiations on the new GATT 
round), and whether or not the Demo- 
-¢rats win-control of the Senate, a new bill 
is likely to -have protectionist elements. 

That. would mean that the living stan- 
_dards of many consumers would fall. But 
the real argument being made against 
protectionism is a psychological one. To 
retreat from a-cruel world would mean 
sacrificing the quality of “leadership” in 
the world ‘economy, and that neither 
policymakers. nor businessmen, when 
they meet at their lunch-tables:and con- 
ferences, are inclined todo. Hence the 
émbrace of- competitiveness’ as the 

alternative. 
< It will not be easy to embrace. Until the 
world economy learns how to trade ser- 
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“ment. Black unemployment stands at 


y as goods 
official figures learn how to 


they hugely under-report it), Americans 
will. have to compete, mainly, in manufac- 
turing. That means that companies will 
have to keep costs down; and that in turn 
means that the employment figures in 
manufacturing may get worse still. It will 
take both luck and courage to get where 
some Americans now want to go. But at 
least they want to go there. 





The administration 
Things will improve 


WASHING TON, DC 


The Iceland ascent is expected to restore 
President Reagan, and the Republican 
party, to rather more robust political 
health. As his team set off for what the 
president calls the Icelandic “base camp 
before the summit”, it was not in the best 
of shape, limping from its recent encoun- 
ters with Congress, the press and its own 
conservative supporters. 

The White House was at its clumsiest, 
and the president himself.uncharacteristi- 
cally obtuse, in the recent. clash with 
Congress over South African sanctions. 
The president’s veto was pursued right up 
to the point at which it:was: plain that 
Congress would override it. He has thus 
suffered his biggest, and most public, 
foreign-policy rebuke trom Congress, and 
has at the same time lost. control over 
South African policy. Since Congress, on 
its own, has no control either, Americans 
may have to wait a couple of years until a 
single, sustained policy emerges under a 
new president. fio eao 






in wel use. of 
Representatives, rejecte gument 
advanced by the administration that to 


‘override the veto would undermine Mr 


Reagan’s discussion with Mr Gorbachev 
at the summit. But the House of Repre- 
sentatives, as:well as the Senate, has been 
far more inclined to accept the thesis that 
it would be unwise at the moment to 
attach arms-control provisions to the de- 
fence authorisation bill. The bill is one of 
the 13 appropriations measures packed 
into an obese continuing ‘resolution, 
worth half a trillion dollars, that is slowly 
rolling its way towards House-Senate 
agreement, hoping to evade. a présiden- 
tial veto at the end of the day. 

The most stringent of the conditions 
that House members want to include in 
the defence bill-would ban all but the 
smallest underground nuclear tests in the: : 
calendar year 1987. Another stipulates _ 
that America should not exceed the limits ag 
on nuclear arms set by the SALT-2 treaty.| 
Mr Reagan has said he will breach the ~ 
terms of this treaty, althoughit has so far 
been observed by both America and (up 
toa point) Russia, despite its non-ratifica- 
tion and indeed expiry. The expectation is 
that the United States will step over the 
limits at the end of this year, and conser- 
vatives are pressing the administration to 
make that step sooner rather than later. | 

Mr Jim Wright, the majority leader 
who, anticipating ‘his election to succeed 
Mr Tip O'Neill as. Speaker in the next 
Congress, has already taken over much of 
the management of the House, suggested 
that argument over these arms-control 
provisions should be postponed until the 
spring, when not only the Iceland.sum- 
mit, but also the Washington one, should 
be safely over. But he wanted hostages, 






























































to make sure that the debate would come 


this is not 
a serious 











Disney World, enthused Disney officials 
in exuberant party spirit, is the entrepre- 
neurial dream that the Founding Fathers 
envisioned. Ho-hum, said the 5,000 or so 
media guests at last weekend's bash 
thrown by Disney and friends, not really 
caring, as they helped to celebrate the 
15th birthday of Disney's playground in 
central Florida and, a year early, the 
200th birthday of the American constitu- 
tion, It was not, it was explained, quite 
as unsuitable as might be thought: the 
delegates to the original constitutional 
convention endured puritanical discom- 
fort in their Philadelphia hotel, but 
Americans celebrated the document's 
ratification with pageantry and parades, 
including two warships drawn on wag- 
ons, no less. 

When he was chief justice of the 
Supreme Court, Mr Warren Burger kept 
the press at a respectful distance. As 
chairman of the bicentennial commis- 
sion, he courted the Disney publicity. He 
had no reservations about Disney's com- 
mercialism, finding the company’s treat- 
ment of history decently patriotic—and 
indeed the party was obsessively red, 
white and blue. Mr Burger wants the 
bicentenary to stimulate history and civ- 
ics seminars in schools and colleges. The 
constitution, that remarkable document, 
is still flexible, he said; the people made 
it and the people can change it. Earlier 
on, Mrs Phyllis Schlafly, also a member 
of the commission, who has done her bit 
to prevent a constitutional amendment 
“guaranteeing” equal rights to women, 
beamed at the Disney audience as plati- 
tudes rained down about the moral tem- 
perature and a man-sized Mickey Mouse 
wiggled his ears. 

Ín the joint give-and-take account, the 
constitution took a glancing share of the 
publicity and gave Disney much more of 
the same. The company’s coup in getting 
Mr Nicholas Daniloff to stage a mystery- 
guest appearance would have been un- 





up again, and he wanted to ensure that 
the administration would not jump the 
SALT gun in the meantime. 

The administration, irritated by the 
House's intrusion into foreign affairs, 
countered by saying that all the arms- 
control provisions should be dropped 
now and for ever; it was not prepared to 
have its hands tied in Iceland. Mr Les 
Aspin, the chairman of the House Armed 
Services Committee, chuntered that it 
was so difficult to work out an agreement 
on delaying the argument that the negoti- 
ators might as well try to come to a 
compromise settlement on the issues right 
now. The wrangle stretched on regardless 
of the hunger of the whole House and a 
third of the Senate to bring the 99th 
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Justice in the magic kingdom 


thinkable without the constitutional 
lure; broadcasters and reporters were 
drawn to Orlando by the intriguing 
confluence. 

Yet if Disney does best, others usually 
do well. The party and the publicity were 
Disney's own but hotels, airlines, resorts 
and businesses which serve the area 
hospitably helped to pick up the $8m 
bill. Disney’s secret purchase, in the 
early 1960s, of 43 square miles of swamp- 
land in central Florida has transformed a 
sleepy region beyond recognition. By 
1990 Greater Orlando will be second 
only to New York in the number of its 
hotel rooms; the airport is already one of 
the largest in the country. And over the 
past 15 years some 230m people have 
visited the pleasure grounds, roughly the 
population of the United States. 

Walt Disney bought up all those virgin 
acres not just to create a huge, protected 
version of his crowded little Californian 
Disneyland; he dreamt, as well, of an 
urban utopian experiment, where plan- 
ners would seek the answer to city living. 
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Democracy meets Plutocracy 


Congress to its overdue end and concen- 
trate on the serious business of getting 
themselves re-elected. 

The dust-up with the press (see page 
20) has also bruised the administration, 
and resulted in a damaging resignation. 
Vice-Admiral John Poindexter, the na- 
tional security adviser, who wrote the 
memo suggesting that the Libyans should 
be deceived into thinking, among other 
things, that another American raid was 
imminent, is remembered as the spokes- 
man who told reporters that the notion of 
invading Grenada was preposterous. 

The administration assumed, apparent- 
ly, that the American press, with its nose 
for classified information, would sniff out 
the false rumours and spread them. This 
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Nothing remains of the late creator's 
dream except in the name of Epcot 
(Experimental Prototype Community of 
Tomorrow), the rather more stimulating 
and grown-up of the two theme parks, 
with international pavilions and exhibi- 
tions put on by big industries. 

Decisions on the use of the vast buffer 
zone that surrounds the theme parks are 
still being taken; the ambitious new 
development is for a movie studio. But a 
utopia, even one devoted to leisure, calls 
for people living in it. And the Disney 
moguls, who acquired from the Florida 
legislature several of the privileges usual- 
ly reserved for county governments, are 
not all that keen on the democratic rights 
that Americans tend to take for granted. 

So residents are kept out of a world 
that is not called a “kingdom” lightly. 
Mr Burger reminded his audience that a 
great American patriot, Patrick Henry, 
refused to attend the constitutional con- 
vention. “Methinks I smell a rat,” he 
said, and the rat he smelt was the cre- 
ation of a strong central government; a 
revolution had just been fought to get 
away from kings and central govern- 
ments. But, after all, who needs a bill of 
rights in a magic kingdom? 








































happened as planned but, later on, Mr 
Bob Woodward of the Washington Post 
also sniffed out the memo itself. The 
administration, caught with its credibility 
down, denies a deliberate attempt to 
deceive the American press (the foreign 
press is not so sacred), But Mr George 
Shultz, the secretary of state, evidently 
unabashed, defends the idea of spreading 
false information abroad even if this is, 
predictably, picked up by the American 
media. The State Department's chief 
spokesman, Mr Bernard Kalb, has re- 
signed in protest. 

The administration’s third scuffle has 
been with its right-wing supporters, 
scornful and sorrowful about the surprise 
summit and all that preceded it. So Mr 
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Reagan, Mr Shultz and others have been 
calming apprehensions, and dampening 
expectations, about what might happen, 
and what will not happen, at the week’s 
end. Forget the idea of a quick fix on arms 
control, they said; the two leaders would 
merely be trying to formulate proposi- 
tions that might guide or assist the negoti- 
ators in Geneva. Mr Reagan, who had a 
session with Mr Yuri Orlov, will be press- 
ing Mr Mikhail Gorbachev on human 
rights and tackling him on regional issues 
from Afghanistan to Angola. Conserva- 
tives remain uneasy; post-summit they 
may feel differently. 


Wisconsin 


Pumpkins and 
pesto 





MADISON 


Any Republican senator elected by a 
whisker in strongly anti-Democratic 1980 
is potentially vulnerable this year, which 
is one reason why Mr Bob Kasten is 
running hard at present. Six years ago, 
Mr Kasten, a Republican, beat Mr Gay- 
lord Nelson, an institution in the state, by 
just 41,000 votes out of nearly 2.2m cast. 
Yet until last winter, the national Demo- 
crats did not appear to have chosen 
Wisconsin for a big push this November. 
Things have changed. Mr Kasten’s lead 
over his challenger, Mr Ed Garvey, has 
been whittled down to 8% in respectable 
polls. 

Only the least cynical would think that 
Mr Kasten’s difficulties have nothing to 
do with a drunk-driving conviction in 
Washington, DC, last winter. But if he 
loses his seat, or hangs on to it just barely, 
other more diffuse factors will be respon- 
sible. Of the many Wisconsins, none 
seems to be Mr Kasten’s natural home. 

The state, whose population is only 3% 
black and 1% Hispanic, looks all of a 
piece. Its cultural accent is German; the 
hordes of long-legged blonde women in 
the streets of Madison, the charming state 
capital, make the town look like Bayreuth 
between shows. But appearances can de- 
ceive. Wisconsin is the state that gave 
America not just Fighting Bob LaFol- 
lette, the Progressive senator of the early 
years of the century, but Joe McCarthy 
too. At the Saturday morning farmers’ 
market in Madison’s main square, some 
of the fragments of the state’s make-up 
become more clear. Beside the piles of 
huge orange pumpkins are basil (‘For 
pesto makers!"’) and fromage de chèvre. 
Madison, with 40,000 students at its liber- 
ally-inclined university, is not the sort of 
place'to vote Republican. 

Milwaukee, the German, Polish and 
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Ben Nighthorse Campbell, a Cheyenne 
Indian who is the Democratic candidate 
for Congress on the western slope of the 
Rockies in Colorado, is a publicist’s 
dream. A conservative Democrat, with a 
strong trace of the maverick, Mr Camp- 
bell is a sportsman, artisan and success- 
ful small businessman all rolled into one. 
With or without his iron grey pony tail, 
which he has cut off, Mr Campbell could 
easily have been a magazine cover-man. 

Should he win, Mr Campbell would be 
only the eighth Indian ever elected to 
Congress. Born in California, he grew up 
in an orphanage, went off to fight in 
Korea, then became a judo champion 
and was captain of the 1964 American 
Olympic team and a gold medal winner 
at the Pan American Games. He has 
been a policeman, taught art in Colora- 
do, raised quarter horses and now de- 
signs Indian jewellery. 

Mr Campbell got into politics almost 
by mistake. During the 1982 election bad 
weather grounded his light aircraft at 
Durango airport. With nothing else to 
do, he wandered into a Democratic gath- 
ering, and emerged as the candidate for 
the state legislature. He was ready to 
abandon politics just as casually after he 
and his horse fell, breaking his ribs and 
the elbow he used to control his jewel- 
lery welder. But the Democrats insisted, 
and he decided to run. 

As a Colorado state representative 
(the second of his race), he has been a 
member of the legislature’s “cowboy 
caucus” which promotes the interests of 
the ranchers on the western slope of the 
Rockies. Like most politicians from that 
area, he backs the development of syn- 
thetic fuels as a way, no matter how 
expensive, of promoting jobs. He cham- 
pions the rights of migrant workers and 
wants the Pentagon to be more cost- 
effective. He is against star wars, the MX 
and aid for the Nicaraguan contras. This 
makes Mr Campbell acceptable to the 
liberal fund-raisers in Washington and 
New York, and they have taken him up 
with a gusto normally reserved for a 
young Kennedy. 





black city on Lake Michigan, may not be 
Republican-minded either. The two con- 
gressional districts in the town and its 
southern suburbs both supported Mr 
Walter Mondale in 1984. But the western 
suburbs, which gave Mr Kasten his first 
break in national politics—they sent him 
to the House of Representatives as a 32- 
year-old in 1974—are strongly Republi- 
can. It is here, and in Wisconsin's small 
thrifty towns, that the senator, an early- 
tax cutter, will score well. 

To extend his vote, as he wishes, into a 
stream of blue-collar industrial conserva- 
tism will be more difficult, and not only 


On the Congress trail 
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Mr Campbell’s chances look all the 
brighter because of the oddities of his 
opponent, Mr Michael Strang, a Prince- 
ton-educated rancher-cum-stockbroker, 
whose private deals and public outbursts 
have begun to perplex his constituents. 
At a meeting in Gunnison last year Mr 
Strang declared: “Tell me why we have 
to save the family farm. No one has yet 
come up with a compelling reason for 
me. We aren't obliged to save anyone.” 

Shortly afterwards it was revealed that 
Mr Strang had himself faced foreclosure, 
and had benefited from government 
farm loans. He had also voted against a 
$7 billion emergency farm-assistance 
bill, but had supported legislation to 
provide $1.7 billion in farm loan guaran- 
tees because he claimed the measure was 
needed to solve “the worst farm problem 
since the depression”. 

You can get away with a lot on the 
western slope, where mining camps, 
ranchers, steel workers and Aspen-style 
ski bums inhabit what is still a wild and 
woolly environment, but these disclo- 
sures raised eyebrows. 
























































Campbell speaks for cowboys, too 


because Mr Kasten does not look or act 
like a mill-hand. He will have to place 
some daylight between himself and the 
administration’s commitment to free 
trade. Similarly, Wisconsin’s dairymen 
have not escaped the farmbelt’s difficult 
times. They, like those who work in 
manufacturing, have little reason to love 
Reaganite economics. 

But it is one thing to say that Mr 
Kasten’s task is a stiff one; another to 
conclude that Mr Garvey will win. Some 
of his campaigning has been maladroit. 
Reports that one of his supporters, now 
fired, posed as a journalist to dig out dirt 
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No one’s more heavily into metals 
than Shearson Lehman. 

And no serious commodity investor 
should be without our annual metal 
reviews. 

Here’s how our next editions stack 
up: Copper, out now; Lead/Zinc, 
November; Platinum, December; 
Aluminium, January; Gold, February; 
Silver, March; and Nickel, May. 

Free quarterly updates supplement 
each review. 

We also publish a mid-year review of 
all metals; and our Weekly Review and 
daily telex service constantly monitor the 
markets. 

With our subsidiary, L. Messel & Co 
(the stockbrokers who publish global 
mining stocks research) we now operate a 
unique metals-and-mining research team. 





Our services are offered world-wide 
and we use the latest information and 
communications technology. 

To order our reviews please send us 
the coupon. For more information, pick up 


the phone and ask for David Williamson. 


[ Please send to: David, Williamson, Shearson Lehman | 
Brothers Limited, Peninsular House, 36 Monument St, 

| London EC3R SLI: Tel: 01-283 8711 | 
| Please could you send mea copy/copies of the | 
following Annual Reviews (@ £100/$150 per copy 

| including three FREE quarterly updates). | 
COPPER LEAD/ZINCO:. PLATINUM 

| ALUMINIUMG GOLD SILVERD NICKEL | 
C) Please send me the 48 copies of the Weekly 

Review, £150/5250 per annum. (2 Please send me 

| details of the range of publications available from the | 
: joint Shearson Lebman/ Messel metals and mining 

| research team. All prices are inclusive of postage. You | 
| may also pay by Amex Card No. | 
| ] 
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: connotations attached to 
| even been abused. as 
__ Thus, alas, rendering it less 
punchy than it might have been. 
Nowadays, therefore, Beverly 
cognoscenti look carefully at the word 
that comes after. 
Wilshire’ conjures up the tree- 
lined Boulevard on which stand some 
of the snootiest establishments in the 
world, including art galleries, financi 
institutions and elegant stores. 
By far the most prestigious 
address on Wilshire Boulevard is 
| across the road from Rodeo Drive, 
where it’s hard to buy a safety pin for 
less than a hundred dollars. (ls there 
| anything less’) ie 
l After ‘Wilshire’, some further 
investigation will reveal that the word 
‘Regent’ has recently been. added. 


To an expert, no more need 
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on Mr Kasten have been pounced on by 
the senator, who is now running adver- 
tisements accusing Mr Garvey of “Water- 
gate tactics”. And Mr Garvey’s base may 
turn out to be little broader than Mr 
Kasten’s. Although he has spent much of 
the year wooing farmers, and won the 
Democratic primary with support from all 
parts of the state, his background and 
main endorsements are firmly embedded 
in the labour movement. Hence Mr Kas- 
ten’s attempt to paint him as one of the 
unreconstructed big-government men 
who are thought, these days, to be elec- 
toral liabilities. 

But are they? Like Mr Kent Conrad in 
North Dakota, Mr Tom Daschle in South 
Dakota and Mr Bob Edgar in Pennsylva- 
nia, Mr Garvey is one of those Democrats 
who looks for inspiration to Mr Tom 
Harkin’s surprising victory in lowa’s 1984 


The wooing of Oz 


Forget Japan. Despite all the cars and 
vers Americans buy from it, they have 
never loved the Japanese. But Ameri- 
cans are determined to find a friend in 
the Pacific basin—this is the century of 
the Pacific, as any dinner-party bore will 
tell you—and at last they have found a 
deserving object of affection. 

An Australian film, “Crocodile Dun- 
dee”, which tells the tale of an outback 
Australian stranded in New York, is top 
of the box-office lists. Its star, Mr Paul 
Hogan, has done television commercials 
for Australia on American television 
since 1984. (He does them for nothing— 
for love of his native land, and because 
“that way, I keep quality control.” The 
Australian tourist commission says that 
he is a “pretty good bloke”; no higher 
praise is possible.) 

The commercials have been a terrific 
success. In 1982, there were 126,000 
American visitors to the lucky country; 
in 1985 197,000, and this year an extraor- 
dinary 280,000 Americans are expected 
to down tinnies at a barbie. 

The craze for Oz started with the 
America’s Cup races in 1983, which were 
won by an Australian boat. Many of the 
visitors will be watching the new series, 
which has just started off Fremantle. 
Others will laze on the beaches; no less a 
cerebral guru than Mr Michael Kinsley, 
editor of the New Republic, raves about 
them. 

There is really no need to go all that 
way to enjoy Australia. The Limited, the 
fashion company that stays ahead of 
most games, has brought out a line of 
clothes called “Outback Red” (sounds 
like C. Dundee’s best mate). In down- 
town Washington's high-class shopping 
mall, a store called “Australian Design” 
sells throat pastilles (““Throaties”’) and a 
pink freezer-tray which produces Aus- 
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Senate race. He has been pushing Mr 
Harkin’s populist “Save the Family 
Farm” programme, which calls for votes 
on production limits, and says that the 
dairymen like it. His staff, like Mr Ed- 
gar’s, has been augmented by veterans of 
Mr Harkin’s campaign. The enthusiastic 
pavement-pounding and glad-handing of 
that race have their place in Wisconsin. 
That is how Mr William Proxmire, Wis- 
consin’s senior, Democratic senator, who 
spurns all campaign contributions, has 
held his seat since 1957. 

But Mr Proxmire has all the benefits of 
a long incumbency. Mr Garvey does not, 
and will be heavily outspent by Mr Kas- 
ten. The senator may end up raising $4m. 
A good chunk of that will go on a blitz of 
television advertising towards the end of 
the race. Those looking for the winner 
could use cash as their guide, but there 


WASHINGTON, DC 


tralia-shaped chunks of ice. 

This week saw the ultimate accolade. 
Miss Linda Evans, star of “Dynasty”, 
appeared in a television mini-series, 
“The Last Frontier”, sans makeup, sans 
shoulder pads, as an American widow 
finding life, love and camel races in the 
outback south of Alice Springs. 

Those who love both countries, but 
belong to neither, can enjoy all this, 
while wondering what happened to qual- 
ity. Where, for instance, can one buy 
Penfold’s peerless Old Grandfather 
port? And after such a dull regular 
baseball season, is it not time to market 
cricket aggressively? If Americans like 
Mr Hogan, how they would have loved 
Lillee and Thommo. 
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may be more revealing entrails. Mr Gar- 
vey was for many years a lawyer for the 
professional football players’ association. 
The Green Bay Packers, once the pride of 
the state, are having a lousy year in the 
National Football League, and the Uni- 
versity of Wisconsin is doing little better 
in the Big Ten. 


S&Ls 


Saved from the 
brink? 


As Congress was getting ready to leave 
Washington, strenuous efforts were being 
made to pass legislation that would bail 
out the Federal Savings and Loan Insur- 
ance Corporation, which is down to its 
last $3 billion. On October 7th the House 
of Representatives passed the bill, long in 
the making; this would also give the 
federal regulators of commercial banks 
new emergency powers to merge those 
that have closed with banks in other states 
and to merge banks close to failing, but 
not actually closed. What may trip up the 
bill in the Senate besides a dispute over 
limited-service banks, is that the House 
has also attached to its version a bill to 
finance housing and community develop- 
ment that the upper chamber objects to. 

But even if this last-minute rescue fails, 
Congress will have to return to the plight 
of the savings-and-loan associations 
(s&Ls), which are similar to Britain’s 
building societies. By no means all of 
them are in difficulties; indeed most, in 
these days of low inflation and low inter- 
est rates, are doing well, some spectacu- 
larly so. But 15-20%, and perhaps more, 
are in serious difficulties; many of these 
are kept afloat simply because the insur- 
ance corporation lacks the money to shut 
them down, which means paying their 
creditors and the owners of insured 
deposits. 

The proposed recapitalisation would 
give the FSLic $15 billion-20 billion over 
three to five years through sales of securi- 
ties. Many doubt whether this would be 
enough; some estimates put the need at 
$26 billion or even more. Mr Edwin 
Gray, the corporation’s head and head of 
the Federal Home Loan Bank Board, 
says that he is faced with 252 awkward 
cases with assets of $95 billion. Of the 
252, 130 are considered to be so sickly 
that they require liquidation or sale to a 
healthier S&L. 

The General Accounting Office, in a 
report issued in August using more rigor- 
ous accounting methods, came to even 
gloomier conclusions: that 461 s&Ls have 
“negative net worth” and 830 a net worth 
of only 3%, less than the required mini- 
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mum. In other words, 1,291 institutions, 
43% of the whole, are either insolvent or 
close to it. In the GAO’s view, the problem 
is growing. 

The new infusion of capital for the 
FSLIC would, in theory, be repaid from 
contributions that the whole s&L industry 
pays to the federal regulators, but there is 
doubt whether it could, in fact, do so and 
suspicion that at least part of the cost will 
fall on the taxpayer. 

Should the taxpayer have to bear some 
of the burden of rescuing incompetent 
S&Ls? Some critics say that they are an 
outmoded way of providing housing fi- 
nance, bound to run into difficulties be- 
cause they borrow short-term and lend 
long-term and that the job should be 


turned over to the banks and other finan- 
cial services. Some of the successful s&Ls 
are already acting like banks: they sell 
mortgages to long-term investors, such as 
pension funds, and thus pass on the risk. 
But many s&Ls pride themselves on the 
fact that they not only extend housing 
finance, but also hold on to their 
mortgages. 

In private, some of their spokesmen 
may also note that the banks are in none 
too good shape themselves; more than 
100 have already failed this year and next 
year looks no more promising, especially 
in the south-west and midwest, where 
energy and farm depressions, not to 
speak of the collapse of the property 
boom, especially in Texas, have rocked 


When the stork brings the sack 


What do American working women lack 
that women in 100 other countries en- 
joy? The answer is time off from their 
jobs when they have babies, and the 
right to return to their old post, or 
something equivalent, when they go 
back to work. 

Three-fifths of American women have 
no right even to unpaid maternity leave 
and no right to go back to their old jobs. 
(For some, pregnancy is cause for instant 
dismissal.) The lucky two-fifths either 
live in states like California that provide 
these rights under the guise of disability 
benefits, or work for forward-looking 
companies that believe maternity leave is 
pad: both for the mother and for the 
firm. But even in California the right to 
return to a job after four months of 
unpaid time off is being challenged by 
employers’ groups, which argue that the 
law contravenes federal equal-employ- 
ment laws by discriminating against men. 
The Supreme Court is due to rule this 
autumn on a case brought against her 





Time off is all she asks — 
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employer by a California woman. 

Yet, as the table suggests, the industri- 
al countries of Europe have little difficul- 
ty with either the principle or the cost of 
granting paid leave—let alone unpaid— 
to women workers who are mothers. 
France is also generous, but is omitted 
because of the complexity of its arrange- 
ments: for example, time off varies from 
16 weeks for the first child of a French 
mother to 28 weeks if she already has 
three children (to encourage large fam- 
ilies). Women in all the countries in the 
table may reclaim their old jobs or 
equivalent ones, In Sweden (and Fin- 
land), fathers may draw benefits if the 
family decides that it is best for him to 
stay with the baby and the mother to go 
back to work. 

At last, some members of Congress 
have drawn up a modest bill to extend 
some of these rights to American wom- 
en. The Education and Labour Commit- 
tee is asking that women, or men, should 
be able to claim up to four months of 
unpaid leave after the birth of a child and 
that any worker should be able to claim 
leave of up to 28 weeks on medical 
grounds. Women who need time off to 
look after seriously ill children or depen- 
dent relatives are also included. Employ- 
ees would be able to claim their jobs 
back when they return to work. Firms 
with fewer than 15 employees would be 
exempt from the requirements and em- 
ployers would not have to pay workers in 
any category. This could create real 
hardship for poor women, especially the 
many single or divorced or abandoned 
women who are the sole support of their 
children. Women who are top earners 
are excluded because they have superior 
bargaining power. 

Even though the bill would not place 
heavy new burdens on employers, the 
opposition from the Chamber of Com- 
merce and from many Republicans is 
intense. They suspect that worse would 
follow. The government might require 






many banks. Most of them are small, but 
even some of the biggest, such as Bank of 
America, are not immune to rumours 
about their stability; another Californian 
bank, First Interstate Bancorp, submitted 
a cocky takeover bid on October 7th (see 
page 73). 

More than 1,400 commercial banks are 
on the problem list of the Federal Deposit 
Insurance Corporation which, like the 
FSLIC, insures deposits of up to $100,000. 
The FDIC has been pinning hopes on 
Congress passing the banking bill. Includ- 
ed in this bill are provisions to renew, and 
increase, the powers of the agency to 
bring out-of-state banks to the rescue of a 
failing bank. This power expired on Sep- 
tember 15th. 


employers to provide all sorts of social 
benefits that are now the subject of 
negotiation with their workers: health 
insurance, sick leave, disability cover- 
age, holidays, perhaps even payment 
during maternity leave. They also argue 
that some employers would react by 
refusing to hire women in the child- 
bearing ages. 

Not all Republicans are so deaf to the 
needs of women who want or, more 
usually, need to work. Over half of those 
with children under the age of six are in 
jobs. A group of Republicans in the 
House of Representatives has put for- 
ward a bill to provide, from federal 
funds, vouchers for families with low and 
moderate incomes to buy day-care for 
their children. Really poor families are 
supposed to get help with day-care from 
the social services block grant of $2.7 
billion to the states. 

Neither of these bills has yet come to a 
vote, but they will resurface in 1987. An 
administration that claims to be strongly 
pro-family has not taken a stand on 
either, but in the past it has opposed 
helping families to obtain day-care for 
their children and cut the money for it on 
the ground that this encourages women 
to go out to work and helps to destroy 
the family unit. But that horse has al- 
ready stolen away; only one American 
family in ten conforms to the traditional 
pattern of a father at work and a mother 
who stays at home to look after the 
children and the house. Closing the barn 
door at this stage would be harmful, not 
helpful, to the vast majority of American 
families. 


Country Total Paidleave Recipient 
leave  (%salary/ 
(weeks) weeks) 
Canada 37 60%/15 Mother 
Italy 48 80%/22 Mother 
W. Germany 26 100%/14-18 Mother 
Sweden §2 90%/38 re or 
father 
Austria §2 100%/20 Mother 
Britain 29 90%/18 Mother 
—. i Caucus for Women's Issues, 
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Why there were only 13 
Superpowers in Reykjavik 


Two Great Communicators, leaders of 
two great powers: at first sight, a Reagan- 
Gorbachev summit has an appealing sym- 
metry. This is misleading, even if you 
forget words like freedom. While the 
Soviet Union matches the United States 

Min military might, it is still an economic 
Straggler—a backward country whose 
276m people produce barely half as much 
as America’s 239m. Mikhail Gorbachey 
came to power 1} years ago determined to 
turn Russia into an economic superpower 
as well as a military one. How has he been 
getting on? 

The short answer is: not nearly as well 
as he hoped. To his credit, Mr Gorba- 
chev's policy of “openness” has revealed 
the scale of the task at hand, and shown 
that the inefficiency and corruption of the 
Brezhnev years left an even more crip- 
pling legacy than people in the West 
suspected. Yet despite his energetic calls 
for a “revolution” in the way Russia 
works, little has changed. 

In June, /zvestia reported the 
results of a survey in which readers 
were asked how the economic reor- 
ganisation had affected them at 
~ork. Their response was that the 

anges so far had been superficial. 
udtlier this month, a front-page 
article in Pravda complained that 
reform was not proceeding with the 
“necessary dynamism”, and was 
still being opposed by “selfish in- 
terests bent on retaining obsolete 
procedures and privileges’. Mr 
Gorbachev himself has become in- 
creasingly impatient. “The old”, he 
recently lamented, “is not giving up 
without a fight”. 

That there should be opposition 
to change is not surprising. As 
Khrushchev discovered, the bu- 
reaucrats who derive their power 
and privileges from the Soviet sys- 
tem of government are highly resis- 
tant to change, even to the point of 
overthrowing the Communist par- 
ty’s leader. But Mr Gorbachev had 
hoped to do better. 

He made a promising start, mov- 
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ing faster than any of his predecessors to 
consolidate his power. Many of Brezh- 
nev’s time-servers were swiftly “retired” 
from top jobs in both the party and 
industry, and replaced by supposedly 
eager-for-change technocrats. Mr Gorba- 
chev combined table-thumping calls for 
discipline—and vigorous campaigns 
against alcohol and corruption—with the 
promise of changes in Russia’s economic 
rules. He has given his country a rattling 
good shake. Yet Russia remains stub- 
bornly unmoved. What has gone wrong? 

Part of the problem is that a shake-out 
at the top alone is not enough. A small 
band of no-nonsense bosses can make 
little headway against the hordes of 
change-resisters in the middle ranks of 
Soviet officialdom. So Mr Gorbachev's 
clean-up of the corrupt and the incompe- 
tent is likely to continue, and to reach 
lower down the hierarchy. 

But the roots of resistance run even 
deeper. Alexander Zinoviev, a percep- 
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tive émigré who wrote that “communist 
society is a society of people who work 
badly”, was right: the Soviet system itself 
has produced the wrong sort of people for 
the Gorbachev revolution. Initiative, 
honesty and hard work are what Mr 
Gorbachev demands of the new Soviet 
man. But after 60 years of initiative- 
sapping central planning, too many Rus- 
sians think of decisions as things that are 
taken by others. Too often it has paid 
them to cheat. And since they have learnt 
that there is not much of a connection in 
their country between the effort they put 
into their job and the reward they get out 
of it, why should they start working 
harder now? 

It will take years to change such atti- 
tudes, if it can be done at all. Nor, as Mr 
Gorbachev is discovering, can Russia be 
bullied into better ways. The bad habits 
come from a bad system, and will change 
only with a real reform of Russia’s eco- 
nomic mechanism. So far, Mr Gorba- 
chev’s reforms have not been of the 
system-changing type. 

Mr Gorbachev's aim seems to be to 
polish the existing system, not to change 
it. Some of his moves make sense, as far 
as they go. He has promised farmers, for 
example, that they will be allowed to 
dispose of their above-plan output on the 
higher-priced collective-farm mar- 
ket. That may encourage them to 
produce more, though fulfilling the 
state plan remains their main duty. 

Even before the collapse in the 
price of oil, which has accounted 
for some two-thirds of Soviet hard- 
currency exports in recent years, 
Mr Gorbachev wanted to expand 
the puny share of manufactured 
goods in his country’s exports to the 
West. For that he needs a more 
flexible trading system. From next 
year, the foreign-trade ministry's 
stranglehold over import and ex- 
port operations will be eased: 21 
ministries and 70 large enterprises 
will get the right to deal directly 
with their foreign partners. A new 
law will allow joint ventures to be 
set up with western equity partici- 
pation. These changes are not ex- 
actly revolutionary. The East Euro- 
peans began doing similar things in 
the 1970s. Still, this is the first 
significant shake-up of the trading 
system since Stalin’s day. 

But it is in industry that reform is 
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most needed, and it- 
Gorbachev's performance has been. least 
convincing. He has extended the mildly 
decentralising “experiments” that began 
in 1984, under which factory managers 
are supposedly given clearer plan targets 
and the power to take some investment 
decisions on their own. Everybody, in- 
cluding the Soviet leader himself, agrees 
that this is not enough. 

Hence Mr Gorbachev's attempts to 
streamline the planning hierarchy. His 
idea is to cut out red tape—the main 
> target is the meddling bureaucrats in the 
.. Moscow ministries—and put an end to 
wasteful duplication. He is setting up a 
number of super-ministries in the hope 
that they will remain above narrow de- 
partmental interests (though, since few of 
the old ministries have actually been 
dismantled, there is a danger that this will 
merely add another layer of bureaucra- 
cy). Lower down, he is trying to bring 
research closer to production by creating 
large ‘“‘scientific-production associa- 
tions”. These associations, it seems, will 
be supposed to be self-financing: they will 
retain a fixed share of their profits, from 
which they will pay for their investments. 



































Doing a Honecker, not a Deng 

All this resembles what Mr Erich Hon- 
ecker has done in East Germany, where 
» virtually all factories in related lines of 
_ production are grouped together in large 
` combines (Kombinate), complete with 
their own research and foreign-trade de- 
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Finland is a country of fanatical skiers, 




























ski speed record will ever be broken. 
Skiing is nearly all cross-country. Finns 
who want to get up a good speed down- 
hill have to do it from the top of a ski- 
jump, a death-defying sport at which 
they excel. 

The little village of Salla, in eastern 
Lapland, has a plan to remedy the short- 
age of good downhill skiing facilities. 
Only 12 miles from Salla there is an 
excellent mountain, just waiting to be 
developed into what Salla’s local digni- 
taries believe would be Finland's most 
attractive skiing centre. 

There is a hitch. The mountain is on 
the Soviet side of the border: The Salla 
municipal council is undeterred: it hopes 
to lease the mountain from the Soviet 
Union. This is not such an unlikely idea 
as it sounds. The Russians seem to attach 
almost as much importance to maintain- 
ing good relations with Finland (“the 
only good neighbour the Soviet Union 
has”, as a former Finnish diplomat once 
put it) as the Finns do to cultivating the 


here that Mr 


Can we borrow your mountain? 


but it is not a country in which the world , 


partments. The trouble is 
streamlined planning has worked reason- 
ably well in East Germany, it is far harder 
to organise in a country 200 times as large 
and with a population 17 times as big. 
Moreover, so long as the basic idea of 
Soviet planning remains unchanged (the 
plan above all else; performance judged 
by the next rung up the planning ladder, 
not the customer), Soviet managers will 
have every incentive to behavé much as 
they have in the past. They will continue 
to hoard their resources, fake their re- 
sults, hate innovation—and find ways of 
evading Mr Gorbachev's decrees. 

Many people had hoped that Mr Gor- 
bachev would follow the bolder reform- 
ing path taken by Deng’s. China and 
Kadar’s Hungary. That would mean, for a 
start, allowing the wonderful improve- 
ment in the quality of Russian life that 
would come from allowing private enter- 
prise in services such as hairdressing, car- 
repairs and restaurants. In industry, it 
would mean giving many factories the 
right to set their own prices, and all of 
them the right to compete with one an- 
other and deal directly with their suppli- 
ers and customers. Factories that failed to 
meet the test could be allowed to.go bust. 

Has Mr Gorbachev ruled out the idea 
of a Russia run more by the market and 
less by the plan? He may not have. A 
price reform is expected soon, and a new 
law on services may come in the next year 
or so. Those should give the clearest signs 
yet of whether there is to be any tilt 







Russian connection. 

The foreign minister, Mr Paavo Vayr- 
ynen, has unofficially raised. the Salla 
project. with Soviet officials. Their an- 
swer was apparently not a blank nyet, 
since Mr Vayrynen has suggestedthat 
Salla should now make a formal initia- 
tive that could launch: discussions: with 
Soviet officials: From then, it might: be 
downhill all the way. ve 


ing about the release of the hijackers 


towards the market. And, if the change- 






resisters will let him, he may return in the 
1990s to ideas that were too hot for. the 
1980s. Unless he does, complaints about 
the pace of change are likely to get 
shriller, and the symmetry of summitry 
will remain pure illusion. 


Italy 
Bending to Libya 


FROM OUR ROME CORRESPONDENT 





Italy’s prisoner-swap with Colonel Qad- 
dafi on October 7th could hardly have 
looked limper-wristed. Only a few weeks 
ago a meeting of European foreign minis- 
ters endorsed a general commitment not 
to bow to terrorists’ demands. Now the 
Italian government, in order to secure the 
release of four Italians held in Libyan 
jails, has sent home three Libyans con~ 
victed of terrorist acts on Italian soil. One] 
of the Libyans was serving a 26-year 
sentence for the murder in 1980 of a 
Libyan businessman living in Rome. The 
other two shot and wounded two Leba- 
nese at Rome’s Fiumicino airport in 1981, 
mistaking them for a leading Libyan dissi- 
dent and his assistant. 

The shootings did not, at the time, alter 
Italy’s friendly relations with the Qaddafi 
government, or stem the flow of Italian 
trade with Libya. This year, however, the 
Italian mood seemed to be stiffening. The 
unsuccessful Libyan missile attack on the 
tiny Italian island of Lampedusa, after the 
Americans’ fight with Libya, angered the 
prime minister, Mr Bettino Craxi, who 
last month called Colonel Qaddafi Cap- 
tain Braggart”. Even the foreign minis- 
ter, Mr Giulio Andreotti, whose some- 
what contrived defence of Colonel 
Qaddafi used to irritate the Americans 
seemed to have opted for a tougher li 
towards governments suspected, as Wao 
Libya’s, of protecting terrorists. He sug- 
gested that European countries should 
introduce checks on diplomatic bags. 

These hopes now seem holiow. The 
release of the three Libyans shows. that 
Mr Andreotti has not given up the at- 
tempt to cultivate Libya. The foreign 
minister was the principal architect of the 
prisoner deal. But he acted with the 
express permission of Mr Craxi. Once 
again, Mr Craxi seems rather less than the 
strong man he claims to be. 

Both Mr Craxi and Mr Andreotti have 
recently come in for criticism over their 
handling of another act of terrorism, the 
hijacking last year of the cruise liner 
Achille Lauro, during which an American 
passenger was killed. Mr Craxi has vigor- 
ously denied recent allegations that, 
when he and Mr Andreotti were negotiat- 
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they already knew of the passenger’s 
murder. The stories were based on a draft 
report written by Senator Libero Gual- 
tieri, the Republican chairman of a parlia- 
mentary committee which watches over 
the secret services. Mr Craxi says the 
allegations are “a mass of lies and distor- 
tions”. Mr Andreotti was still, at mid- 
week, judiciously silent. 


West Germany 
A word comes back 


FROM OUR BONN CORRESPONDENT 





West Germans are rediscovering their 
history. Books about former German 
territories in the east are snapped up; a 
television series about ordinary life under 
the Nazis attracts viewers in record num- 
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bers. And talk about the German father- 
land is firmly back in fashion. A few years 
ago West German leaders would mention 
the Vaterland, if at all, with embarrass- 
ment. Nowadays it trips easily off the 
tongue. 

This it did at the Christian Democrats’ 
pre-election congress in Mainz on Octo- 
ber 6th-8th. Mr Helmut Kohl, the party’s 
leader and West Germany's chancellor, 
told delegates that their mission was to 
serve “Germany, our fatherland”. Mr 
Alfred Dregger, who leads the party in 
parliament, went further, calling “love of 
fatherland a moral duty”. He noted that 
the German nation was not founded in 
1933 (the year Hitler came to power) nor 
did it end in 1945. Its tradition went back 
far beyond Bismarck to the origins of the 
Holy Roman Empire. 

Some Germans define “fatherland” 


Up with the shutters 


You can tell a lot about a country from 
its shopping laws. Take the stiffly regu- 
lated West Germans, the English with 
their narrow views on how to spend 
Sunday, the French intent on making 
food easily available, the Italians taking 
their long commercial break in the mid- 
dle of the day. All these old traits may 
soon cease to govern shopping rules in 
Western Europe, as big traders and 
consumers press for wide-open hours. 

Everywhere governments are under 
pressure to liberalise shopping hours. 
Some have already done so. Spain lifted 
almost all restrictions last year. Sweden 
reformed a decade ago, permitting shops 
to open at all hours—seven days a week, 
24 hours a day if they like. But in most 
countries the battle for change is still on. 
Energetic traders are challenging restric- 
tive laws by skirting them—for example, 
by saying they are in a “tourist area”, 
where special rules often apply—or de- 
liberately breaking them. 

The challengers argue that deregula- 
tion will increase both consumption 
(hence economic growth) and employ- 
ment, though the jury is still out on these 
claims. A growing number of Europeans 
would like to shop when they want to, 
not just when they are allowed to. Immi- 
grant entrepreneurs seeking a way into 
the economy, like France’s Arabs and 
Britain’s Asians, are a force for change 
because they are ready to keep open as 
long as there are customers to serve, 
even if this means ignoring the law. 

Except for Sundays, shops in England 
can stay open until 8pm, and until 9pm 
one day a week. Absurdities abound. 
For example, if an Englishman wants 
fish-and-chips on Sunday, he cannot buy 
it from a fish-and-chip shop, which is 
barred from opening, but he can get it 
from a Chinese takeaway, which isn't. 
Toe many people’s surprise, a bill that 


44 


would have dropped all these restrictions 
was defeated in the House of Commons 
earlier this year. Many chain stores are 
now set on overriding the law by opening 
on Sunday and accepting the conse- 
quences—usually fines that make only a 
small dent in the extra day’s take. 

The alliance of Protestant church, 
shopworkers’ unions and small shop- 
keepers that has held back liberalisation 
in England is much the same in West 
Germany, and has much the same effect 
there. Polls show that more than 80% of 
Germans would like more time to shop. 
That is not surprising, since their coun- 
try’s rules are among the most rigid: 
most shops have to close by 6.30pm on 
weekdays, by lunchtime on Saturdays 
except for a once-a-month “long Satur- 
day”, and all day on Sundays. Reacting 
to pressure from unhappy retailers, the 
Bonn government opened a breach this 
summer by permitting shops near big- 
city railway stations to stay open late. 

Holland’s laws are almost as limiting 
as West Germany's. Except for a few 
“night shops”, which are strictly regulat- 
ed by local authorities, Dutch stores 
must close by 6pm. A public push for 
flexibility has brought new legislative 
proposals to let shopkeepers choose 
their own opening times within the cur- 
rent limit of 52 hours a week. 

Farther south in Europe, the scene is 
different. The Catholic church does not 
share Protestant anguish about Sunday 
trading. But France is no wide-open 
shopping mall. Sunday opening, though 
well-established, is confined to food 
shops. Not all open their doors. French 
shopkeepers are enthusiastic about 
opening on Sunday, it seems, so long as 
their closest rivals are closed. One stub- 
born tradition among France’s small 
shopkeepers is to close on Monday, to 
make up for weekend opening, which 





very broadly. A leaflet issued by the 
Christian Democrats’ association of refu- 
gees from Eastern Europe, called “What 
is Germany?”, says it is the area of the 
German empire of 1937 “currently made 
up of four parts with differing status”: 
West Germany, East Germany, Berlin, 
and the “eastern provinces” under Soviet 
and Polish “administration”. Not every- 
one goes that far. But there is a lot of 
nostalgia all over central Europe: many 
Poles feel the same sort of thing about 
their lost eastern territories. 

Anyhow, everybody at the Christian 
Democrats’ congress stressed that the 
reunification of Germany, however de- 
fined, could be achieved only by peaceful 
means. According to Mr Kohl, this makes 
“European policy’—which, for him, 
means more integration in the European 
Community and closer links with Eastern 


confuses everybody. 

While lunchtime closing is becoming 
less common in France, the law theoreti- 
cally requires a two-hour break in Italy. 
Department stores flout that old rule, 
which was made to give time for a decent 
siesta. Italy has, in any event, lifted 
restrictions in the past few years by 
permitting shops to stay open 66 hours a 
week instead of the previous 44. 

Even if the push for relaxed shopping 
hours were to leap over all religious and 
social obstacles, Europe's cities would 
not turn into round-the-clock bazaars. In 
recently deregulated Spain, most shop- 
keepers have stuck with traditional 
hours. In liberalised Sweden there is 
little Sunday opening. Bigger wage bills 
and overhead costs are a restraint on 
shopowners, who are not all convinced 
that longer opening-hours make their 
customers spend more. 


Yummy Sunday in France — 
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Europe—especially important 
Germans, since only in a united Europe 
could Germans come together again. ‘The 
chancellor scorned those who thought his 
government would turn cold towards East 
Germany. If anything, his centre-right 
coalition has been readier to put up cash 
to buy improved contacts with the com- 
munist part of Europe than its centre-left 
predecessors dared to be. 

References to “the fatherland” also 
slot neatly into Mr Kohl’s appeal to 
traditional values. His commitment. to 
family life, reward for hard work, law and 
order—reaffirmed in a two-hour speech 
delivered in a steady drone—did not set 
the Rheingoldhalle in Mainz on fire. 
What sparks there were came from Mr 
Franz Josef Strauss, the leader of the 
Christian Democrats’ sister party, in Ba- 
varia. The Bavarian premier made it clear 
that there were differences (though not 
-unbridgeable ones) between himself and 
Mr Kohl, but he was funny and the 
“delegates forgave him. They think the 

Zeitgeist is on their side for next January’s 
general election. So far, the opinion polls 
suggest they are right. 


Holland 
Water, hold back 


FROM OUR AMSTERDAM CORRESPONDENT 


God created the earth but the Dutch, so 
they like to say, made Holland. After 
2,000 years of beating back the sea, the 
Dutch have built what they believe is the 
last great barrier they need to protect 
themselves. 
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Holland’s long battle with the North 
Sea could be over with the opening on 
October 4th of the Oosterschelde barrier, 
a sluice-gate dam that completes a 30- 
year project to control the Rhine river 
delta, This two-mile-wide dam, the larg- 
est system of its kind in the world, will not 
reclaim any more land. In that respect it is 
different from other grand sea-fighting 
schemes the Dutch have undertaken. 

The new barrier will let tides. keep 
flowing into the Rhine estuary except 
when storms threaten, at which time it 
will shut its gates. It is designed to ensure 
that south-west Holland never suffers 
another catastrophic flood like the deluge 
of February 1953. More than 1,800 peo- 
ple died and much of Holland’s precious 
agriculture was destroyed when the North 
Sea surged through. the dikes and left the 
province of Zeeland as much as six feet 










Care for a home? 


FROM OUR CENTRAL EUROPE CORRESPONDENT 


ate for a bit of help, and a lot of young 
people desperate for a place of their own 
to live in. The city council thinks it has 
found a way of easing both problems in 


















sounds simple. A young flat-seeker 
„agrees to look after a pensioner who 
wants help; the young person moves in, 
takes a lease on the pensioner’s flat, and 
after a year gets the right to stay there 
when the pensioner dies. 
One out of every five people in Buda- 
pest is a pensioner. Many of them are 
poor, and live alone in old flats near the 
city centre. The state says it. cannot 
afford the repairs these flats need, nor is 
it willing to pay for regular visits by social 
workers, The old folk could:move out to 
better flats and.more care inthe suburbs. 
But many of them are ‘understandably 
reluctant to change home. 
They are not so reluctant, however, to 


Budapest has a lot of old people desper- l 


one go. Its scheme, started in 1984, 








take on a housekeeper. That is in effect 
what. the young leaseholder becomes 
once he or she has signed a contract at 
the city council, Several hundred people 
have signed up so far. They are taking a 
big risk. What if the pensioner dies 
within a year (in which case the young 
helper has no rights to the property), or 
stays alive far longer than expected? The 
scheme’s detractors say it will create 
more social problems than it solves. 
“I had to wash this frail old man’s hair, 
cut his toe nails, cook and feed him his 
meals, and act like mother, wife, nurse 
and daughter to him,” says one young 
woman. “I wouldn’t recommend it to 
anyone,” says another. “It was too trau- 
matic, too trying. Part of my life went 
into looking after this. pensioner.” Yet 
. with at least 60,000 people on the official 

housing waiting-list, many young Hun- 
garians see the scheme as their only hope 
of getting a home of their own. 
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The $6.2 billion delta-scheme is almost 
certain to be the last big hydraulic-engi- 
neering feat undertaken by the Dutch to 
hold back the water around them. Half of 
Holland-is below sea level, but all the 

most vulnerable spots are now secure. 

The battle began long before the Chris- 

tian era, when the Frisians on the north: 
coast started building mounds on which to 

live above the water. 

. By connecting the mounds with dikes, 

the Frisians and later the Romans main- 

tained. communications, protected them- 

selves from flooding and eventually re- 


first polders. By the year 1000 all of 
Friesland was: protected by dikes. In the™ 
seventeenth century the Dutch began 

reclaiming land on a larger scale, using 

windmills to pump water out of lakes and 

keep.it out. when drainage was complete. 

Vast. polders covering 500 square miles 
were created: 

The greatest. masterpiece of hydraulic 
engineering was conceived after a 1916 
storm that lashed the Zuiderzee into a 
fury, flooding the region around the 
North Sea inlet. A 20-mile barrier was 
eventually built to close off the Zuiderzee 
and tame its waters to make polders, The 
Dutch had talked of damming the Zuider- 
zee since 1667, but even the Dutch 
thought this colossal project too difficult: 
until this century. 

Four Zuiderzee polders covering 620. 
square miles are now in full use as land 
but plans for a fifth—the Markerwaard, 
nearest to Amsterdam—were recently. 
scrapped by the government. The cost 
was too steep. Still, the Dutch have. 
reclaimed 2,600 square miles, in all, over 
the past 700 years. It has not always been 
plain poldering. During that period the. 
sea has taken away almost as much land 
as the. people have reclaimed, But the 
fight to check the water has gone on, right 
up to October 4th. 
























Spain and Latin America 
Culture club 


FROM OUR SPAIN CORRESPONDENT 
















Many Europeans both love and hate: 
America, and none more so than th 
Spaniards, who feel an old proprietary. 
interest in half of the New World. While. 
condemning Latin America’s social. and: 
racial inequalities (and forgetting that” 



















legacy), Spanish politicians and leader- 
writers are fond of solemn declarations 
about the need for unity between Spain: 
and. its former: colonies, and their “ensu- 
ing independence of the two suparpow- 
ers”, Rhetoric of this kind has recently 
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been building up in Madrid, which has 
welcomed two Latin American presidents 
in one week. Politicians and journalists 
will have another excuse to sound off on 
October 12th, when the Spanish-speaking 
“world commemorates the day Columbus 
anchored, in 1492, off what he took for 
the coast of India. 

Even though the fifth centenary of that 
memorable mistake is still six years away, 
Spaniards and Latin Americans are pre- 

paring celebrations. This has got them 
working together unusually closely within 
the framework of the loose cultural com- 
monwealth they call Hispanidad. Dele- 
gates from Spain, Portugal and the 20 
atin American republics have agreed on 
oint projects that include the restoring of 
pre-Columbian sites and colonial build- 
“Ings, and the creation of what Argentina’s 
President Rau! Alfonsin calls a “cultural 
common market” by lifting restrictions 
on the circulation of books and works of 
art. Nobody has been discourteous 
enough to mention the censorship in such 
‘countries as Cuba and Paraguay. 

These efforts are much needed. Span- 
dards and Latin Americans know surpris- 
ingly little about each other. They do not 
always like each other’s accents. Foreign 
films may be dubbed with Castilian-Span- 
ish or American-Spanish soundtracks, ac- 
- cording to the market. South American 
viewers tend to prefer North American 
films and programmes to the duller prod- 
ucts of Television Espafiola. 

But recent changes have helped to 
<: bridge the ocean. The collapse of several 
Latin American military regimes has fol- 
lowed Spain’s return to democracy. Dem- 
` ọcratsin Spain and Latin America believe 
that closer ties between- their countries 
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Printing money 


Can a brand-new newspaper break into a 
crowded market? On October 7th, the 
Independent, an-up-market daily; started 
lifé-in-Britain. Its owners.and_staff may 
take heart from Italy’s La Repubblica, 
launched .on a wing and a ‘prayer ten 
years ago as an up-market, centre-left 
tabloid. It has an attractive lay-out and— 
by Italian standards—short articles. 
La Repubblica now sells- around 
485,000 copies. a day, just behind the 
514,000 copies sold by the established 
market leader, the Corriere della Sera. 
Last year La Repubblica grossed about 
78 billion lire ($56m) and'madđe a small 
profit, It seeks to be a national newspa- 
per in a market dominated by city-based 
« broadsheets. 
The. newcomer seems to have been a 
tonic for the rest of the Italian press. The 
Corriere has become less wordy and 
staid, La Stampa of Turin, with a circula- 





could strengthen democracy throughout 
the Spanish-speaking world. Guatemala’s 
President Vinicio Cerezo, who visited 
Madrid on October Ist, has suggested a 
summit meeting of Spanish and Latin 
American leaders chaired by King Juan 
Carlos. The king has won over Latin 
American democrats both by his defence 
of democracy and by his willingness to 
acknowledge the destructive side of Span- 
ish colonisation. 

The strengthening of Spain’s ties with 
Latin America is a favourite talking-point 
of its Socialist prime minister, Mr Felipe 
Gonzalez. After his first election victory 
in 1982, members of his government 
Started to criss-cross the Atlantic like 
commuters. The pro-Castro and anti- 
United States sympathies of his first for- 


Europe’s cities: Naples 








of 410,000, is flourishing. Rome's 
iously loss-making Messagero made 
a comfortable profit. and increased its 
readership by 16% last year. 

A decade ago, many newspapers were 
operated for prestige, at a loss, by big 
business. Now Italians are lavishing 
money on new technology, this time to 
make money. Some. 50. billion lire is 
being spent on new printing machines for 
a smaller-sized La Stampa, La Repubb- 
lica is investing 20 billion lire. The Cor- 
riere’s creaking machinery is to be com- 
pletely overhauled, at a cost of 320 
billion lire. 

Italy’s newspaper market had Sm 
readers (less than a quarter of Britain's) 
„å decade ago. It has expanded to 6.3m. 
Publishers believe that if newspapers 
could. be sold in supermarkets, book- 
shops and tobacconists as well as on 
newsstands, they could capture another 
2m readers. A law. to allow this is going 
to parliament. The printed word is catch- 
ing on at last in Italy. 




























































eign minister, Mr Fernando Moran, de- 
lighted Spanish left-wingers. Under Mr 
Moran’s successor, Mr Francisco Fernan- 
dez Ordofiez, Spain’s relations with Cuba 
and Nicaragua have cooled, but its for- 
eign service has been reshuffled to create 
a secretariat of state for [bero-America 
(Spaniards consider the name Latin 
America inaccurate). 

Cuba’s President Castro tried to turn 
Spaniards against NATO and the EEC by 
telling them that membership would ruin 
Spain’s relations with Latin America. But 
other Latin American leaders see Spain 
as a door to European markets, and to 
the rescheduling of their huge debts. At 
this point, however, Spanish enthusiasm 
tends to cool. Latin America’s debts to 
Spain exceed $10 billion. 


The backstreet art of getting by 


Naples has to battle with its reputation. With the blue curve of its bay 


and the balmy wind which blows along 
biggest and most industrialised city is 


its seafront, southern Italy’s 
not short of attractions. Yet 


tourists and businessmen continue to avoid it. Our Rome correspon- 
dent went south to see what Naples needs to do better 


“By living and working in Naples”, says 
Mr Mario Valentino, the proprietor of a 
luxury shoe and leather-goods factory, “I 
set myself.a double handicap: first I have 
to produce. my: goods here, and then, in 
order to sell them, I have to-overcdme the 
buyer’s prejudices because they are made 
in Naples.” Mr Valentino’s factory is in 
the heart of an old hillside neighbourhood 
where his father made shoes before him, 
and whose inhabitants now rely on him to 
provide 500 much-needed jobs. Mr Va- 















lentino, however, says he often dreams of 
whisking the entire plant out of the 
crowded backstreets, and setting it down 
in a place where everything works. 

His lament is understandable. Services 
in Naples—whether they be the water 
supply, rubbish collection or the city’s 
overstrained hospitals—seem constantly 
on the brink of collapse. And no quick 
solution is in sight. 













When you're trading round the world 
for 24 hours a day, it’s not enough to stay 
wide awake. Though we do. 

Nor is it enough to invest in up-to-the- 
minute technology. Though we have. 

It's not even enough to pick bright 
people. Though we've spent years gathering 
the brightest bunch in the business. 

You have to be at home in.all the major 
markets. 

Not just knowledgeable about them, 
but familiar with them. 

As members of the London and the 
New York Stock Exchanges, and proud 
owners of a licence to trade securities in 
Tokyo, the Kleinwort Benson Group is a 
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Our patch. 


- Los Angeles? 
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permanent resident of the Big Three. 

We have offices and subsidiaries through- 
out America, the Pacific Basin and Europe. 
By almost any yardstick, we're the 
biggest of Britain’s merchant banks, so 

we've plenty of financial muscle. 

We underwrote over a third of the equity 
capital raised in the UK last year, more than 
any other firm. In the first half of this year 
we advised on over 30 UK takeover and 
merger transactions worth £8 billion. 

But we'd rather you loved us for‘our 
brains than our brawn. 

Did you know, for example, that 
many of the most sophisticated ‘swaps’ now 
in use were invented by our people in 















Or that Kleinwort Benson Government 
Securities in Chicago is a well-established 
primary dealer in the US Treasury market? 

We believe that, by merging with leading 
brokers Grieveson Grant, we've established 
a major world financial group. 

Banking, corporate finance, investment 
management, stockbroking, security 
dealing: we'll be happy to talk to you about 
any of them. 

And wherever we meet, we'll be on our 
home ground. 


Kleinwort Benson 


anata ate sada a i 
The bright people in the right places. 
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ment. There were no regrets, however, 
when the latest occupant of the mayor's 
office, Mr Carlo D’Amato, ‘a Socialist, 
had to resign last month, after failing to 
get agreement on a budget within the 
legally imposed deadline. No city govern- 
ment since 1980 has had a majority on the 
town council, and Mr D’Amato’s admin- 
istration proved as weak as most of its 
predecessors. 

Few Neapolitans believe that an elec- 
tion for a new city government, which will 
probably be held in the spring, will solve 
the political impasse or provide the ener- 
getic government Naples needs. For the 
next few months, a commissioner ap- 
pointed by the central government in 
Rome will run the town hall. The new 
commissioner will have more than 
enough to do just to set the municipality's 
house in order. 

The town hall’s accumulated debt was 
estimated by Mr D’Amato to be 1,500 
billion lire ($1.1 billion). Most available 
resources are needed just to pay an over- 
blown staff of almost 35,000, including 
people working for the semi-independent 
companies that provide services such as 
transport and water. Absenteeism is rife. 
The city’s 5,000 dustmen (Milan, a bigger 
place, has half as many) seem unable to 
clear the streets of dusty mounds of 
rubbish. Almost equally demoralising for 
Neapolitans is the recent decision taken 
by Enel, the Italian electricity board, to 
suspend all maintenance in Naples until 
the town hall pays a three-year-old street- 
lighting bill. 

Naples still bears the scars of the earth- 
quake of November 1980, which killed 
2,570 people in the Campania region of 
which Naples is the capital. Although 
only 15 people died in Naples itself, the 
earthquake left 120,000 homeless, most 
of them from poor neighbourhoods in the 
old town. Some 4,500 families are still 
living in public buildings such as schools, 
or in subsidised hotels. Many old build- 
ings damaged in the disaster, including a 
number of beautiful churches, remain 
empty, their fate still uncertain, Others, 
like the cloisters of the seventeenth-cen- 
tury Gerolamini church, have been invad- 
ed by squatters whom nobody has the 
courage to evict. 

These immediate difficulties are made 
worse by two age-old ills: overcrowding 
and crime. Because it was once the capital 
of a large kingdom, Naples has for centu- 
ries had too many people. Officially, the 
commune of Naples has 1.2m inhabitants, 
but the population of “Greater Naples”, 
the built-up area which spreads from the 
steel mills of Bagnoli in the north to Torre 
Annunziata to the south, is twice as large. 
The unemployment rate in the Naples 
area is well above the national average. 
But even in the Bourbon Naples Nelson 
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knew, “il popolino” (“the rabble”), as 
Nelson called the people who crammed 
the tenements round the rich palaces and 
monasteries, had already mastered the 
Neapolitan arte di arrangiarsi (“the art of 
getting by”). . 

The art is still practised in the back- 
streets, where one-room homes alternate 
with tiny workshops turning out every- 
thing from shoes and clothing to imitation 
Swiss watches. Much of this is illegal, but 


Letting it all hang out 


tolerated. According to one local study, 
60% of the population (children includ- 
ed) of the crowded old neighbourhood 
known as Sanita moonlight at home for 
local industrialists. Unfortunately, part of 
the art of getting by in Naples remains 
petty crime. You are more likely to have 
something stolen in Naples than almost 
anywhere else in Italy. 

Most of the city’s growth was un- 
planned, and a lot of the building still 
going on is done on the quiet. A striking 
example is the neighbourhood of Pian- 
ura, north-west of the city, where what 
looks like a whole new town, with serried 
ranks of grey six-storey buildings, has 
been left to grow by successive municipal 
administrations. About 120,000 people 
live in Pianura, but the buildings have no 
names, there are no schools, no banks, no 
pavements. The Naples police say most of 
this neighbourhood was built by members 
of the Camorra, the Neapolitan version of 
the Mafia. 

The Camorra has its roots in the vil- 
lages at the foot of Vesuvius, and in the 
countryside north of Naples, but the 
gangs have become increasingly urban. In 
the late 1970s Camorra families, with 
links to the Sicilian Mafia, began to deal 
in drugs. Neapolitan businesses came un- 





der increasing pressure to pay extortion 
money to the gangs. In 1982, more than 
300 people died as a result of gangland 
feuds, and the police seemed helpless. 

Not until the summer of 1983 did the 
Camorra suffer a serious reversal. Local 
magistrates issued 800 arrest warrants for 
alleged Camorra members. More than 
600 people were then put on trial in three 
successive batches. In their haste, investi- 
gators may have cast their net too wide 
(though at the time the arrests were 
welcomed by Neapolitans, who say extor- - 
tion is no longer the problem it was). In 
an appeal trial last month, 114 defendants 
were acquitted, on the ground that at the 
original trial the court had believed unre- 
liable witnesses. 


Self-help, not self-pity 

Naples, however, is not the medieval 
place the well-reported vicissitudes of the 
Camorra might make it seem. To soak up 
unemployment, successive Italian gov- 
ernments have tried to boost the local 
economy: they have brought steel mills, 
shipyards, the Alfa Romeo car plant, the 
headquarters of Italy’s biggest food group 
and Aeritalia, a state-controlled aero- 
space company, to the Naples area. One 
of Aeritalia’s directors, Mr Gerardo Na- 
politano, a professor of aerodynamics at 
Naples University, believes there is a 
good case for basing the national aero- 
space industry in Naples. ATI, Italy’s 
domestic airline, already has its head- 
quarters there, and the country’s aero- 
nautics academy is based in neighbouring 
Pozzuoli. 

But despite talk of a high-tech future 
for Naples, it is still the hundreds of 
lower-tech factories which sustain much 
of the local economy. Businessmen are 
tired of complaining about the awfulness 
of local services. Many of them are begi 
ning to say that, with little prospect of 
city government with the clout to put 
things in order, it is time to stop com- 
plaining and to start proposing solutions. 
Local wholesalers have been setting an 
example. They put together 180 billion 
lire to set up a modern distribution centre 
which Italy’s prime minister, Mr Bettino 
Craxi, inaugurated last month. 

Another encouraging sign of change is 
the growing concern among Neapolitans 
to give their city a better name. Among 
the path-breakers are Claudio and Mir- 
ella Barraco, a local businessman and his 
wife who have set up an organisation 
known as Napoli 99. Their main aim is to 
find sponsors for the restoration of the 
city’s many neglected monuments. The 
Barracos are delighted with the response 
to their initiative. Mr Barraco believes 
that Neapolitans must learn to exploit 
their heritage—‘a heritage”, he says, 
“which remains our principal asset.” 
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All together now 


An approaching election is a wonderful 
unifier. Even the Conservative party has 
its arguments, between radicals and con- 
servatives, wets and dries. But you would 
hardly have thought so at Bournemouth 
*sis week. Abandoning even their always 

odest attempts at open disagreement, 
wey concentrated on the more pleasant 
occupation of beating their opponents 
about the head. It was not difficult: the 
opposition party conferences had left an 
arsenal of cudgels to hand. 

Leading wets still in government, such 
as the energy secretary, Mr Peter Walker, 
and the new minister for overseas aid, Mr 
Chris Patten, went out of their way at 
fringe meetings of the dripping-wet Tory 
Reform Group to advocate unity. Even 
Mr Michael Heseltine, sometime defence 
secretary and conference darling, in pre- 
senting his own manifesto for occupancy 
of Number 10, was careful not to suggest 
replacement of the present tenant. 

The lack of debate was not just due to 
pre-electoral caution, however. A deeper 
reason was the higher-spending shape 
that Tory policy is beginning to take as 
polling day draws nearer. The prime 
minister herself, after visiting one in her 
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BOURNEMOUTH 


own constituency, has become concerned 
about the deterioration of school build- 
ings. The party had put down more hos- 
tile motions on education than any other 
subject. It greeted the health and social 
services secretary, Mr Norman Fowler, 
with more criticism than any other cabi- 
net speaker. The leadership is responding 
in three ways: 

@ It is drawing back from its goal of a 
25% basic rate for income tax. The chan- 
cellor of the exchequer, Mr Nigel Law- 
son, is unhappy: at Bournemouth, he 
reaffirmed his determination to achieve a 
25% rate—although he prudently called 
this a “long-term” aim. But forced to 
choose between spending and the tax cuts 
Mr Lawson wants, the leadership is now 
likely to go for spending. 

@ Treasury opposition to private capital 
for what are typically public-sector pro- 
jects has suffered an important defeat. 
Mrs Thatcher in person forced through 
the decision to let private money build the 
new Dartford Bridge over the lower 
Thames. Determined spending depart- 
ments can now hope for approval for 
similar use of private money; for low- 
income housing, say, or toll roads. Wets 


have lobbied for this change for years. 

@ New approaches to health and educa- 
tion are being frantically sought. In both 
cases, there are two promising strands: 
free supply to the consumer, but competi- 
tion among suppliers. Unfortunately, see 
next page, the competition seems unlike- 
ly to go far enough. 


Dull but undoubting 

The head-bashing of the opposition could 
have been livelier. After years in office, 
ministers now sometimes sound as dull as 
the civil-service briefs on which they have 
for so long been able to rely. Some badly 
need a good scriptwriter. One minister 
who is a professional author, the home 
secretary Mr Douglas Hurd, met with 
only tepid applause. Mrs Thatcher's one 
attempt to inject excitement into her 
weary ministerial team, Mrs Edwina Cur- 
rie’s appointment as a junior health min- 
ister, has not yet been a signal success. 
Some Tories, exasperated by Mrs Cur- 
rie’s recent condemnation of northerners’ 
dietary habits, have christened her the 
party's Derek Hatton. 

The conference had fun, however, lis- 
tening to Mr Norman Tebbit deftly pull- 
ing the petals off Labour's new red rose. 
With righteous indignation, they dis- 
missed as a sham Labour's moral crusade. 
With relief, they began to mount a cam- 
paign against the rival varieties of unilat- 
eral nuclear disarmament espoused by 
the Labour party and the Liberal confer- 
ence in the previous fortnight. 

The Tories no longer have a standard- 
bearer with the public stature and oratori- 
cal skills of Mr Heseltine, who was made 
defence secretary to rubbish Mr Michael 
Foot’s unilateralism in the 1983 cam- 
paign. The new defence secretary, Mr 
George Younger, is as little known today 
as he was during his years of dogged 
service as secretary of state for Scotland. 
But the Tories are not alone in believing 
that Labour's new defence policy will dig 
its own grave at the next election, Some 
senior Labour politicians privately agree. 

The Tories suspect that this Labour 
dissent will not remain private for ever. 
They are no less cheered by the confused 
state of the Alliance, which had become a 
real threat in the shires. Even in private, 
they now voice few doubts about their 
own electoral prospects. 

Not even the shadow of a sterling crisis 
could darken the increasingly ebullient 
conference mood. Mr Lawson, who has 
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Not brave enough 


“We have succeeded best”, Mr Norman 
Tebbit told the Tory conference, “when 
we have been radical and brave”. His 
colleagues: then presented policies for 
after the election that still look unradical 
and hesitant. 

The education secretary, Mr Kenneth 
Baker, promised 20 city technology col- 
leges, funded with a mixture of private 
and central government money. They 
are a modest pilot scheme, offering free 
education in the main towns and cities to 
up to 20,000 of the country’s 3.5m sec- 
ondary school (age 11-to-18) children. 

The best feature of these schools is 
that they will be run by educational 
trusts, and will provide some competi- 
tion with the local authorities’ monopoly 
of education in the inner-city areas 
where competition is most needed. 

The disappointment is that the Tories 
do not seem to envisage much other 
competition, apart from the political 
ploy of moving sex education out of the 
control of local authorities into that of 
school governors. Though Mr Baker 
appears to have turned his back on ideas 
for vouchers to pay for education, he 
would probably like to move towards 
competing boards of governors running 
more schools (in place of local govern- 
ment monopolies), and letting them be 
financed by capitation fees, with the 
government paying educators a set sum 
per child whose parent chooses that 
school. Civil servants in the education 
department oppose such competition, 


been reluctantly persuaded by his advis- 
ers to leave sterling to fall, brought dele- 
gates cheering to their feet by avoiding 
the whole unpleasant subject, and con- 
centrating instead on promises to wipe 
zout inflation, double share-ownership 
“and “privatise most of what remains” 
during the next parliament. 


The economy 


-Curate’s egg 


The good news: in September, Britain’s 
money supply grew only half as fast as the 
City had expected. This helped to save 
` the government from an embarrassing 
_ Jump in bank base rates at the start of the 
‘Conservative party conference. The bad 
news: on closer inspection, the figures 
still looked very inflationary. Sterling M3 
n rose 13-13% in the four weeks to mid- 
: September—equivalent to an annual rate 
around 20%. Its total growth over the 
past 12 months has been 18}%—well 
above its target of 11-15%. By the middle 
of this week, the pound was at a new low. 
-These days, few people pay much at- 
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and Mr Baker may yield to them. 

Mr. Baker's: speech had ‘little to offer 
for higher education. His first priorities 
should be: cut polytechnics free from 
their financial ties with local authorities 
(though not from their local roots); chiv- 
vy the review on student finance to look 
at ways of giving students the cash and 
letting different. universities (and differ- 
ent courses) bid for their custom. 

The housing minister; Mr John Patten, 
also showed more prudence than daring. 
His promise to end rent control on new 
rented housing will not be redeemed 
until after the next election, and will not 
hit existing tenants even then. His idea 
seems to be to set up registers of land- 
lords who will be free from rent controls. 
This deregulation will not. bring forth 
many more flats and houses. to rent 
unless there is a change in the balance of 
tax advantage between owner-occupa- 
tion and renting. The entry of many 
more ‘banks and institutions into mort- 
gage lending means that mortgage credit 
may be 40% higher in 1986 than in 1985; 
this is pushing house prices through the 
roof, and needs to be checked by a 
reduction or eventual ending of tax relief 
on mortgage interest. Mr Michael Hesel- 
tine is now beginning to consider that, 
but no other Tory dares mention it. 

On privatisation, the financial secre- 
tary to the Treasury, Mr Norman La- 
mont, said that the government intended 
to raise £4.75 billion a year between now 
and 1989. His list of coming sales sound- 


tention to sterling M3. A better indicator, 
money-GDP, grew by only 53% in the year 
to the second quarter of 1986. This is 
below the government’s forecast of 63% , 
suggesting that monetary policy was then 
too tight rather than too loose. But the 
markets still have several nagging doubts 
about the government’s monetary and 
fiscal policy: 

© The government's seemingly tough fis- 
cal stance hides a big dose of reflation. It 
plans to hold the public-sector borrowing 
requirement steady at around £7 billion in 


Too high or too low? 


Money supply 
% increase on a year ago 


£M3 


Money GDP 


projection. 


legislation that will compel 


ed new but was in fact published long 
ago. It included. the water ‘authorities. 
What it:should have included was more 
obviously commercial enterprises, like 
steel and some. coal mines: they would 
benefit’ more ‘from: the discipline of the 
private sector. 

The environment secretary, Mr Nich- 
olas Ridley, rightly hopes to introduce — 
| authori- 
ties to offer for tender more services such, 
as. street cleaning, rubbish nd. 
catering. Only 16% of cou contract: 
ed out a service last year, which means 
that many Conservative as well as La- 
bour local authorities are cheating their’ 
ratepayers by not seeking the most com- 
petitive service. they could get; Pace 

The health and social. services secre-) 
tary, Mr Norman Fowler, promised lots 
more operations and. lots of new hospi °” 
tals, apparently by throwing money. at 
them. Better would have been promises 
of structural change to bring competition ` 
into the health service. Our own prefer- 
ence would be for an “internal market © 
model” for the national health service, 
as suggested by America’s. Professor 
Alain ` Enthoven in The. Economist’ of 


‘June 22 1985. The prime minister liked 


this scheme, which would set NHS diss 
tricts competing with each other to 
provide or contract out ‘the services” 


` they could handle best; it would also 


encourage competition between family 
doctors for patients and encourage the 
spread of health maintenance organisa- 
tions. Civil servants naturally opposed 
such disturbances, and seem to have 
won again. 


both 1986-87 and 1987-88. But the public- 
sector financial deficit (PSFD), which ex- 
cludes receipts from privatisation, is 
planned to jump from £7.7 billion last 
year to £12 billion in 1986-87. And some 
City economists reckon that next year, `^ 
the chancellor of the exchequer is to fir 
room for tax cuts, the PSFD may swell to 
£15 billion—equivalent to 34% of GDP. 

© If unit wage'costs continue to increase 
at an annual rate of 7%, inflation will not 
stick at the current 2}% for long. Most 
City economists expect 4-5%:inflation by 


1.5 Sterling against: 
[fg qthe doltar 
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Private transport 


Britain’s buses will be set free on October 26th. Competition is cutting 
subsidies and wages, but has done little yet, good or bad, for passengers 


Under the Transport Act 1985, from 
October 26th, anyone—given that his 
vehicles and drivers meet public-service 
standards—can run any unsubsidised bus 
service (outside the London area) he 
likes, provided only that he registered 
the details by last February 28th. Local 
authorities had then to fix what further 
services they would subsidise, and seek 
tenders. They had also to hive off their 
own buses into distinct operating compa- 
nies. Deregulators hoped for nose-to-tail 
competition and fare-cutting. Critics 
predicted traffic chaos, and wholesale 
cuts in concessionary fare schemes and 
unprofitable but vital services. So far, 
both have been wrong. 

The London region is not yet being 
deregulated; in 1984 Whitehall took con- 
trol of London Transport from the GLC, 
and that was judged, for the moment, 
upheaval enough. But there is already 
some fringe competition, and the gov- 
ernment plans full deregulation later. 


Not quite competition 
Outside London, about 75% of existing 
services, and of route mileage—a bit less 
in shire counties and Scotland, more in 
the urban conglomerations of England’s 
six former metropolitan counties—have 
been registered for unsubsidised service, 
nearly all by their current operators. 
Some 200 of the 1,500 operators are 
newcomers, but their impact is slight. 
Only 3% of route mileage will see 
direct rivalry. Already, in Glasgow, 
Strathclyde PTE (passenger transport ex- 
ecutive, ie the regional council) is, some- 
times literally, at blows with various 
arms of Scottish Bus. Leicester, Barrow 
and Lincoln will provide other examples. 
More competition may come next 
year, when any operator can start any 
new service at six weeks’ notice. Typical- 
ly, the rivals will be (a) the local arm of 
National Bus—now split into operating 
companies, all due for privatisation and 
some, like Devon General, already 
there—and (b) the municipal buses or 
those of the former met counties. One or 
two independents are shoving in, like 
United Transport in Leeds and Stock- 
port; most are too scared of retaliation. 


Subsidised services 

About a third of rural mileage and 40- 
50% of early morning, late evening and 
Sunday services was not registered. But 
most of these non-economic services will 
also survive, with subsidies, because: 

(i) Most councils felt too busy, in the 
short time left after registrations came 
in, to do more with their tendered-for 
subsidies than try to “save the network”, 
rather than replan it. This was especially 
true in the abolished met counties, 
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where new passenger-transport authori- 
ties (PTAs)—joint boards made up from 
local district councils, working through 
PTEs of officials—had to be set up. 

(ii) Tendering has saved councils mon- 
ey. There was more competition than 
with registered services, notably from 
small independents, but still not much: 
in Hampshire 50% of contracts attracted 
only one bid, in West Yorkshire 70%, 
and in Tyne and Wear the three big 
operators did not fight each other for any 
tender. Most routes were won by current 
operators. Yet—perhaps to ensure that 





London was deregulated once 


result—most tenders were far lower than 
expected. Shire counties, on average, 
saved a third of their previous subsidies. 
Greater Manchester PTE, ready to spend 
£15.6m in subsidies, will need only £5m- 
6m. Some authorities refused all bids for 
some routes and then re-offered them. It 
worked: Strathclyde thus saved £14m in 
£5m, Tyne and Wear £1m in £3m. 

So councils found they did not need 
their elaborate schemes of priority 
(school journeys came top) or computer- 
ised cost-benefit analysis to select which 
routes to aid, They could aid the lot—ie, 
the ones that existed already. 

Two very different sorts of tender 
have been used. Most councils chose 
“minimum subsidy”: operators fix fares 
(subject to maximums, and conditions 
such as half-fares for children) and 
tender for a subsidy on top. This is classic 
greasing of the. market. Other councils 
chose “minimum cost”: the authority 
sets the fares and keeps the revenue, 
buying-in the actual service from the 
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cheapest operator. Here, in effect, the 
authority is itself the entrepreneur. 

Under either system, the future may 
hold surprises. Councils suspect that 
some tenders were unrealistically low, 
and that they will eventually have to pay 
more subsidy to save the service. 


By minibus to the future 

Deregulation is not the only force for 
change. Another revolution is already on 
the road: the minibus, usually a Ford 
Transit, carrying about 20 passengers. 
National Bus has led the way with these. 
Running at convenient five- to ten-min- 
ute intervals, and through places like 
council estates where big buses are un- 
welcome, they can win 30-50% more 
passengers. Deregulation and minibuses 
together have already had striking 
results: 

(i) Council-owned buses have joined 
the real world. In South Yorkshire, fares 
unchanged since the 1970s meant you 
could travel ten miles for 20p. The new 
(and cash-limited) PTA trebled fares. It 
reckoned registration and tendering 
would still enable its newly commercial 
bus company to run 80% of its previous 
network. West Yorkshire, facing a mini- 
bus invasion of Leeds by United Trans- 
port, is launching its own minibuses. 

(ii) Busmen, too, have had to accept 
the market—and rough it is. The threat 
of competition has swept away umpteen 
restrictive practices. Blackburn's council 
busmen have seen sick pay, holidays and 
pensions slimmed, wages down by 20%. 
The minibus, for all its merits, cannot 
afford highly-paid drivers. Devon Gen- 
eral, minibus-equipped, has held fares, 
cut wages 30%, seen 70% staff turnover 
in 24 years—and created 400 new jobs. 

Many details are still to be sorted out 
as unified bus systems are split up. Eg: 

@ Shared facilities. Who (usually the 
council or PTE) runs bus stops and bus 
stations—and who uses them? Who pro- 
vides timetables and other publicity? 

@ Ticketing. Can today’s countywide 
“travel-cards”, all-day tickets or trans- 
fers from one service to another contin- 
ue, now they would involve rival opera- 
tors? Big operators have little to gain. 
Who will organise such schemes and 
divide the revenue, on what basis? 

@ Interaction between social service and 
commerce. Suppose an operator runs a 
registered service two-hourly, what hap- 


ns if the PTE puts subsidised buses in . 


tween? How far can school and other 

“welfare” buses be integrated into the 
normal bus network? 
@ Concessionary fares for old-age pen- 
sioners and others. Subsidy for these is 
distinct from tendering, and most con- 
cessionary schemes will continue. But 
councils will need to raise subsidies if 
operators choose to raise fares. 

The big question remains: will deregu- 
lation bring users better and/or cheaper 
services? The best bet is that the minor 
changes users will find on October 26th 
are only the start of much larger ones. * 
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the end of 1987; so 
; mists expect more. o o 
~ © The surge in house prices: and he 
~-consumer-spending boom are classic 
symptoms of an economy overheating. 

These. worries are fuelled by the vacu- 
um in monetary policy. Is the government 
using a money-supply target or an ex- 
change-rate one—or neither? The market 
does not know the answer, so investors 
are demanding a hefty premium on inter- 
+ est rates. 

Mr Lawson is being told by an increas- 
ing number of people that the best thing 
he could doto restore the credibility of 
his policy would be to announce that 
sterling was to become a full member of 
the European Monetary System (EMS). 
The government has been flirting with the 
. EMS during the past two weeks, with joint 
intervention between the West German 
Bundesbank and the Bank of England to 
prop up the pound. And the news that the 
Bundesbank’s Mr Karl Otto Pöhl is to 
visit London this month raised specula- 
tion. of an autumn wedding (guess who 
will wear the trousers) between the pound 
and the D-mark. The Bank, the Foreign 
Office and at least some people in the 
‘Treasury are now believed to be in fa- 
vour. The prime minister is not. 

Her chief argument against member- 
is that the government would lose the 
edom to let sterling fall if it came under 
„and would instead be obliged to 
trates. Her critics agree that 
f greater exchange-rate stability 
within the EMS would probably be greater 
interest-rate volatility, but say that the 
average level of interest rates should be 
lower, because inside the EMS, investors 
Should not demand such a large uncer- 
tainty premium. 
In any case, EMS membership is no soft 
- option. Since mid-1985, the pound has 
fallen by 30% against the D-mark, help- 
dng to boost companies’ profit margins. 
< No wonder they have been ready to give 
big pay rises. If the pound were linked to 
the -D-mark, they and their workers 
would have to earn those rises by sweat- 
ing at productivity rises first. 











































Law of trespass 


Call the police 


For the first time in English history, 
trespassers may. be prosecuted. Contrary 
to the mythology of thousands of “keep 
; out” signs, they can at present only be 
sued, and made to leave the land in 
; question, stay: off it and pay for any 
damage caused. But the sight of hundreds 

of camping hippies (as the press called 
them, “peace convoy” if you prefer. their 
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own version) causing woe to southern - 


_ Politicians love only one ing more 
being ‘on television: comp 
television. The box—BBC a 


to most sections of the Labour -party; 
many other people think just the same, 
but the other way round, about Channel 
4, The BBC has lately been offered les- 
sons in impartiality by that leading au- 
thority, Mr Norman Tebbit. Now, as if 
to prove that the duopoly parties do not 
have all the best complaints, Mr David 
Steel and Mr David Owen have brought 
forth a study commissioned from Oxford 
Polytechnic which purports to demon- 
strate that the Alliance, too, is ill-treated 
by newscasters, 

The report’s “main finding” was that 
of all news coverage, the Conservatives 
(in their governmental guise, and also 
wearing their partisan hats) had 60%; 
Labour had 20%; the spp and Liberals, 
taken together, received only 6%. “This 
new impartial survey”, concluded 
Messrs Owen and Steel, speaking for 
once with a single voice, ‘further con- 
firms that the two Alliance parties do not 
receive fair news coverage.” 

Really? The research team set out to 
look at the coverage of: politics on the 
news; and its dedinition he polities was 




















farmers earlier. this year thas persuaded 
the home secretary to introduce a form of 
criminal trespass, as a late amendment to 
the Public Order Bill in the House of 
Lords. The law, applying to England and 
Wales, would go further than. a. criminal 
trespass law already in force in Scotland, 
by involving the police ‘in evicting the 
culprits. 

Well before the “peace convoy” affair, 
landowners had pressed for such a change 
in the law. But the government had stuck 
firmly to the principle of keeping trespass 
a civil, not criminal affair. Enter Mr Les 
Attwell, the Somerset farmer who played 
unhappy host to the peace convoy, its 
vehicles, dogs, goats, kids, real drugs and 
alleged diseases (plus a. press convoy 
irresistibly drawn thereby). Moved by:Mr 
Attwell’s plight, the Home Office drafted 
a law designed to make disorderly travel- 
lers, but not peaceful ramblers, into 
criminals. 

A police officer, under. the new bill, 
would get the power to make an arrest 
only if (a) two or more people (b).unlaw- 
fully enter someone's land, (c) intending 
to reside there, and then (d) refuse to 







and then the police, while (€) making. 
nuisance of themselves in certain speci- 
fied ways. So the new power sounds well 
enough hedged about. But both the Na- 
tional Council for Civil Liberties and the 
Ramblers Association fear that 











has long been suspect as a capi alist tool 





leave:when requested by first the owner: 


“referring to the government and politics 


tof the United Kingdom”. No. surprise, 
“then, that its first conclusion should be 


that “the government dominates the 
news” 

The Tories’ 60% ofall (domestic polit- 
ical) news coverage is not 
seems. Items attributed to | 





















fea box from which t 
opinions; but it is hard 
Perversely, the public insists finding, 
say, Mr Nigel Lawson’s view of interest 
rates more interesting than those of his 
Opposite numbers (can you:name them? 
And does it matter if you cannot?) i in the 
Liberal party or SDP. 

One reason that the Alliance makes a 
poor showing is its modest number of 
MPs. Dreadfully unfair it may again be 
that these do not represent its proportion 
of the vote. But, to observe that propor- 
tion, editors looking for an MP:to wheel 
out for instant comment would have to 
call in each Alliance MP 9 times: as often 
as each Tory, or 73 times as often as each 
Labour one. Would that be fair—on the 
public? 






















































could be wider than intended, and see it 
as a dangerous precedent. 

The first problem could arise when a 
village constable is required to decide on 
the spot whether a trespass is actually 
being committed: under the complex web 
of statute and custom defining rights of 
access to land, even a qualified court can 
take weeks to do so. In the high-spirited 
legal debate that would follow, the con- 





stable might decide a nuisance-was being 
caused, under the heading of “threaten- 
ing behaviour”. Even so, if the suspected 
trespassers were just walkers passing 
through they could not be arrested (al- 
though they: might if they were camping 
overnight). But the Ramblers Associa- 
tion is worried that the “purpose to 
reside” condition may not be properly 
"pplipa, or may be dropped in future 





































FAMILIARITY WILL BREED CONTENT 


International investment opportunities for the private individual have never 
been greater. 

Neither have the problems. 

Financial marketplaces have become ever more complex as the possibilities 
they offer have multiplied. 

It would be beyond the resources of any one person to be familiar with them 
all, and beyond all but a few institutions as well. 

EBC Trust Company (Jersey) Limited is one of these few. 

Through a discretionary Portfolio Management Service, we can open the 
doors fully to international investment opportunity for high net worth individuals 
with an investment potential of £100,000 or more. 

EBC Trust Company (Jersey) Limited is a wholly owned subsidiary of EBC 
Amro Bank Limited, the London based merchant banking arm of Amro Bank. 

EBC Amro has itself made a formidable reputation for successful foreign 
exchange dealing, and through Amro Bank, the Company has access to the re- 
sources and representation of a major international financial organisation, 

This helps give the Portfolio Management Service depth in experience, 
expertise and information, necessary in today’s volatile, fast moving financial 

environment. 
: Our success is based upon total familiarity with the major financial centres. 
Perhaps yours should be based on familiarity with us. 


IEBC Trust Company (Jersey) Limited 


Please contact us at EBC House, 1-3 Seale Street, St Helier, Jersey, Channel Islands. 
Telephone: 0534 36331. Telex: 419 2089. Fax: 0534 39495. 


6S86 











5 


If Ran Fiennes had lived in the 15th 
century, he would have been off proving 
to us all that the world was round, not flat. 

He has almost literally been every- 
where and done everything. From free-fall 
parachuting onto Continental Europe's 
largest ice-cap, to surveying up the River 
Nile, to forging his way 3,800 miles along 
North Americas most hazardous rivers. 

But the most breath-taking achieve- 
ment was his most recent one. He led 
an expedition which set out in September 
1979 to circum- 
navigate the 


















Sir Ranulph Fiennes went to the 


anao ends of the earth to ensure the success 


its polar 
axis, crossing both 
poles in one trip! 
After seven years of intense prep- 
aration, Ran Fiennes led men, machines 
and equipment on a 37,000-mile journey 
that followed the 
Greenwich Merid- 
ian south across 
Europe, the Sahara 
< | We} to West Africa, 
2) down to Saldanha 
“F| Bay, Cape Town, 
A then across 1,400 
r | miles of hostile 
À ` J nothingness to the 
South Pole at the very bottom of the world. 
The meticulous selection of equip- 
ment paid dividends at many stages. 





The supply ship, the meteorological gear. | A 


The communications systems. 


All proved thoroughly reliable. = 


The Rolex watches they took with 
them performed as expected in 
both the searing 122°F of the El 
Golea sand dunes and in an air| +f 
and wind chill factor of minus | 
131°F on the colossal Antarctic ^ 
Plateau. 

Acting out a catalogue S 
of broken bones, hidden crev- T~ 
asses, serious frost attack and £& 
almost permanent dampness, — 
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of Geneva 


THE ROLEX EXPLORER Il CHRONOMETER AVAILABLE IN STAINLESS STEEL WITH WHITE OR BLACK DIAL. 


of the Transglobe Expedition. 


the expedition forced its way up the other 
side of the world via New Zealand, up 
the International Date- 
line to the Bering Straits, 
the River Yukon, the 
River Mackenzie, then 
the tortuous, ice-bound 
corridor known as 

the North-West Passage. 
Sir Ranulph Fiennes and his team pushed 
through this unwelcoming 3,000 miles in 
35 days. 

A trip, for the few who ever made it, 
that would normall take three seasons. 
They then irde, over the Arctic Ocean 

_ via the North Pole, becoming the first 
men in the world ever to reach 
mw both poles the hard way. 

The improbable circle was 
then completed by canoe when 
they made contact with the supply 
ship on 3rd August 1982. Everyone 
came through with flying colours. 
The Transglobe team witha 
J mission, labelled impossible by the 
experts, successfully accomplished. 

And their battered but uncom- 
plaining Rolex watches. Each one 
living up to the coveted title of 
Officially Certified Chronometer. 
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legislation on the subject. 

More immediately at risk are gypsies 
and squatters. Since 1968, the law has 
recognised the rights of nomadic groups 
by requiring local authorities to provide 
sites for them, but many still fail to do so. 
Gypsies who are camped illegally on 
vacant land could now be moved more 
easily by police. Squatters could be 
caught by the amendment’s failure to 
specify that the land it applies to should 
be open land: it could therefore cover 
people living in, say, garden sheds. 

The critics’ objections illustrate how 
hard it is to draft general legislation to 
deal with a very specific problem. Ironi- 
cally, farmer Attwell would not have 
found it much easier to get rid of his 
unwanted guests under the new law than 
the old. They could in any case have been 
charged with damage to crops or other 
existing criminal offences: the problem 
was persuading the police to take action. 


Blacks and the law 
Penal colour-code 


A year after Britain’s worst race riot, 
police and residents on the Broadwater 
Farm estate in Tottenham, north Lon- 
don, are still barely on speaking terms. 
Peace feelers put out by the police have 
been treated with suspicion and hostility 
by local black youths. The law, they feel, 
is simply not on their side. 





Black’s-eye view 


The suspicion is nothing special to 
Tottenham. Race prejudice was found to 
be rife among London’s metropolitan 
police in a Policy Studies Institute report 
of 1983. Since then the Met has recruited 
more black policemen (though there are 
still only 285 out of 27,000 in the force), 
and more race-relations people. 
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Blacks are not much impressed. Nor 
are they by the recent setting up of an 
independent police complaints authority; 
it has yet to return a single verdict on 16 
complaints over police behaviour in a 
Brixton disturbance shortly before the 
Tottenham riot. 

One way to persuade black people that 
the police are there to protect, not op- 
press, them would be more conspicuous 
follow-up of racially-motivated attacks. 
Assault, intimidation and racist abuse 
directed at blacks and Asians have grown 
alarmingly, especially in London’s East 
End. It is hard to get witnesses to testify, 
and successful prosecutions are rare. But 
the police are making a new effort to 
show they take racial attacks seriously, 
and the government has just set up an 
interdepartmental group to co-ordinate 
the efforts being made to stop them. 

But it is not just biased policemen who 
reduce black people’s respect for the law, 
Magistrates, judges, prison and probation 
officers also discriminate, says the offend- 
ers’ pressure group NACRO. Even if they 
do not, the fact that few of them are black 
undermines black confidence in the sys- 
tem. A team from Warwick University 
estimated in 1985 that there were only 192 
black Jps—less than 1% of the total. 
Suitable blacks and Asians, they said, 
were being turned away; they, but not 
whites, were required to be accepted 
figures in their ethnic communities before 
being considered for the bench. 

Blacks make up 12% of the prison 
population, but only 5% of the popula- 
tion at large. That must (in part) be 
because there are relatively more blacks 
among the urban young. It may be that 
blacks commit (or are caught, or convict- 
ed of) relatively more imprisonable 
crimes. It may also be that a black found 
guilty of such a crime is more likely to be 
sent to gaol. Is that so? The evidence is 
conflicting. A survey in the Midlands 
found no evidence of direct racial bias in 
Crown Court sentencing; another that 
focused on a juvenile court in Nottingham 
found blacks were nearly twice as likely to 
be locked up as whites. 

Sometimes they are put inside because 
probation officers feel less able to super- 
vise them outside. Surprisingly for a 
group working in the community, some 
probation officers appear to find it diffi- 
cult to relate to black people, and have 
been accused of stereotyping them as 
having unspecified “ethnic problems”. 

In the prisons themselves, there have 
been reports not only of discrimination by 
warders but of racial conflict between 
inmates. By the time they are released 
back onto the walkways of their housing 
estate, many black youths feel ill disposed 
to say a friendly good morning to their 
local, white, policeman, friendly or not. 


Trays: TEETER 7 Tra ee i on aed ee Aid TES TY t Fey re A iagi 
BRITAIN 


Up for judgment 


More than 90% of British court cases 
come before justices of the peace (JPs)— 
lay magistrates who are unpaid, part- 
time and without formal legal qualifica- 
tions. The Lord Chancellor, Lord Hail- 
sham, has many times expressed his 
“undiluted confidence in our unique in- 
stitution, the lay magistracy”. How are 
the magistrates chosen? 

Hiring and firing the 27,000 sps is the 
Lord Chancellor's job. Normally, he 
picks names on the advice of local advi- 
sory committees. Yet these committees, 
which in effect control appointments to 
the justices’ bench, are secret. Only two 
out of 95 reveal the names of their 
members. Most are chaired by the lord 
lieutenant of the county, and are likely 


Fine as they are says Hailsham 


to be packed with present Jps, their 
clerks and other local worthies. 

The Lord Chancellor’s instructions to 
the committees are sketched in a small 
booklet: candidates must be “personally 
suitable”, and (if possible) “broadly re- 
flect the local community”. How closely 
advisory committees follow such instruc- 
tions is hard to say: only four full-time 
officials run the system, and they know 
almost nothing about the individuals 
chosen. There are signs that the commit- 
tees are apt to choose candidates in their 
own image. In Bolton last Christmas, for 
instance, only 19 out of the 160 Jps on the 
bench were industrial, agricultural or 
service workers; and only 3% were 
unemployed. 

The Labour party and independent 
pressure groups are not slow to point out 
the system’s inadequacies—especially 
the small number of black people whom 
it raises to the bench. There are other 
musty corners. Until recently, Jps who 
divorced were sacked. Homosexuality is 
still grounds for dismissal. And by a legal 
anachronism, the lord mayor and alder- 
men of the City of London still sit as Jps, 
without having to undergo so much as an 
interview. 
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BRITAIN 
Northern Ireland 


Terror works 


Northern Ireland’s trade-union move- 
ment this week launched a campaign of 
“workers’ solidarity” against intimida- 
tion. Workforces must unite against 
threats of violence and the practice of 
discrimination, it cried. This was an un- 
usual call from a movement usually 
tongue-tied by the fear of alienating ei- 
ther its Catholic or its Protestant mem- 
bers. But intimidation has now reached a 
level unmatched since the early 1970s— 
and it comes from terrorists on both sides. 

The IRA's drive to stop all civilian work 
in police and army bases has left parts of 
rural Northern Ireland without police 
stations—and has cost about 2,000 build- 
ing workers their jobs. Threats from 
Protestant extremists against Catholic 
workers and families in mainly Protestant 
areas and workplaces has forced some 350 
families out into IRA-controlled ghettoes. 

A total of 14 police stations, including 
the force’s training centre, are now either 
completely or partially out of action be- 
cause the IRA first bombed them, then 
threatened to kill anybody who worked 
on rebuilding them. In August, the ter- 
rorists widened their hit-list of “legiti- 
mate targets”. It now includes, eg, any- 
body who supplies bread or milk to the 
army or the police, British Telecom engi- 
neers, cleaning contractors, people who 
restock vending machines, 
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Mainland Britain now has its first aca- 
demic “Irish studies” unit—staffed by 
two firm supporters of “Brits out”. 

The unit, just starting work at the 
polytechnic of North London, reflects a 
new mainland awareness of the Irish 
dimension of British history. But what 
exactly does that mean? There are two 
sharply contrasting views. 

One is represented by the newborn 
British Association for Irish Studies. 
This has official backing. The education 
secretaries of both the London and Dub- 
lin governments attended the meeting at 
Oxford a year ago that led to the forma- 
tion of BAIS last July. The association has 
high hopes of getting a £30,000 launch 
grant shortly from the Irish government. 

Irish studies themselves would need 
much more serious money. The Univer- 
sity Grants Committee was asked last 
year to back a degree course at Keele 
University, and turned it down; partly 
because the future of Keele itself was 
uncertain, more because Whitehall was 
not and—so far—is not prepared to put 
up xtra cash. But the UGC is encourag- 
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One lot or the other 

Over the past two months, a string of 
shop-owners in small country towns have 
publicly renounced their contracts with 
the security forces. Some said on local 
radio that anonymous letters and tele- 
phone calls brought the threat home to 
them. Over a wide rural area, the police 
and army now organise their own refuse 
collections and deliveries of supplies. 

Army engineers were drafted in when 
six building firms and as many more small 
sub-contractors pulled out of rebuilding 
work on the 20 police bases blasted by the 
IRA since 1984. But the engineers provide 
only crude concrete bunkers, unsuitable 
for long-term police use. Neither local 
contractors nor British firms are willing to 
do the job. To underline the threat, the 


Two dimensions of history 


ing universities to find, and fund, room 
for the Irish dimension in existing 
courses. BAIS says it knows 400 academ- 
ics who would be interested. 

The North London initiative has older 
and very different roots: left-wing and 
republican interest in arousing an Irish 
(and republican) consciousness among 
the Irish in Britain. This has led to well- 
publicised happenings such as the Irish 
cultural centre in the London borough of 
Brent; a project dear, not to add costly, 
to the late Greater London Council and 
its leader, Mr Ken Livingstone, who will 
stand in Brent at the next general elec- 
tion. It has also encouraged study of the 
history, and present experience, of the 
Irish community in Britain: starting from 
London, groups devoted to this topic 
have recently been established in both 
Manchester and Glasgow, and it is this 
aspect of Irishness that will first engage 
the new unit at North London poly. 

The unit’s management committee 
will be made up partly of poly staff, 
partly of Irish people from outside—an 
unusual arrangement intended to pro- 









terrorists have murdered four contrac- 
tors—two Protestant, two Catholic—and 
a young electrician who occasionally did 
work in police stations. One station three 
miles from the border with the Irish 
Republic is still a ruin, ten months after 
being bombed. The police presence in the 
area is a vehicle checkpoint. Elsewhere 
they work in portable buildings. 

Patterns of discrimination in employ- 
ment in Northern Ireland mean that 
Catholics are still at least twice as likely to 
be jobless as Protestants. The construc- 
tion industry has always had a high pro- 
portion of Catholics. Moderate Catholic 
politicians are swift to point out that the 
IRA has primarily hurt the community 
which it claims to defend, and from which 
it draws recruits and support. 

The “loyalists” have not yet reached 
the same murderous level. But since last 
November's signing of the Anglo-Irish 
agreement, isolated or outnumbered 
Catholic families have been stoned and 
petrol-bombed. When the IRA extended 
its murder list to include the most menial 
services, the Protestant thugs retaliated 
by threats against Catholics working in 
Protestant areas. Social-security officials 
in Lisburn, County Antrim, where more 
than 200 Catholic families had already 
been intimidated into moving, were told 
two months ago to leave and not come 
back. Other workers walked out in pro- 
test. This week’s trade-union action is a 
belated, shamefaced support of that soli- 
darity—but nobody is optimistic about its 
effect. 






vide for an input from the large Irish 
community in North London. It will also 
seek outside money. Eventually, it may 
offer a half-degree course (one studied 
with some other topic) in Irish studies. 
Those studies are unlikely to fit the 
mould—"revisionism” to its republican 
critics, open-minded inquiry to those 
who work within it—that British or Irish 
officialdom might prefer. So far the unit 
consists of two people. The research 
fellowship advertised in the Jrish Post 
(“the voice of the Irish in Britain”) 
attracted more than 80 applicants. The 
winner was Mr Alan Clinton, a research 
officer at the Institute of Housing, la- 
bour historian and, in public life, deputy 
leader of the local, far-left Islington 
borough council. Mr Clinton four years 
ago earned some local fame for his 
support for a meeting due to be ad- 
dressed by Sinn Fein leaders in the town 
hall. Time may have greyed his views, 
but has not essentially altered them. His 
research assistant, Miss Mary Hickman, 
is a sociologist, active in Irish-in-Britain 
causes: the history group, notably, but 
also the Irish in Britain Representation 
Group, which demands total British 
withdrawal from Northern Ireland. 
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Carl Icahn, an American corporate 
raider, made a $7.2 billion leveraged 
bid for usx, née us Steel. He already 
controls. 11.4% of the group. 


First Interstate Bancorp made a $2.8 
billion bid for its troubled San 
Francisco-based rival, Bank of 
America, which had rejected an 
earlier offer. : 


opec met in Geneva to talk about 

extending a cap on oil production. 
Saudi Arabia wants to see oil prices 
rise from $13-15 a barrel to $17-19. 


A consortium including Cable and 
Wireless and C. Itoh confirmed that it 
will bid for a licence to compete 
against an existing monopoly in 
international telecoms traffic to and 
from. Japan. 


Intel, an American semiconductor 
manufacturer, reached a technology 
swap agreement with 18M to help it 
enter the growing customer 
computer-chip business. 


Canada's Belzberg family took its 
stake in Exco International, a British 
financial-services group, to.over 
10%, after getting official clearance. 
Tan Sri Khoo Teck Puat, a Malaysian 
businessman, holds 29.9%. 


The EEC Commission is challenging 
the American-Japanese 
semiconductor agreement under 
GATT rules. It fears the accord will 


push up chip prices in Europe and 
favour American sales in Japan. 





Nixdorf, a West German computer 
company, announced a $319m rights 
issue, its third domestic capital- 
raising exercise in three years. 


The London Metal Exchange plans... 
-to launch traded options in six metals 


when it changes its trading system 
next year. 


West European new car sales 
86m 85 90 96 100 106 110 
Gm 85 90. 96 100 108 Ih 


1982 Tp fp fy 
1983 T Sla faar fe 
vac gy gp a E 


Source: DRI Europe Forecast 


Falling oil prices, cheaper money and 
arash of new models look set to 
propel new-car sales in Europe to a 
record 11.2m this year. 


Japan, the world’s second largest 
cigarette market, is eliminating a 
26% tariff on imported cigarettes, 
under American pressure. 


The Independent, Britain's first new 
posh daily for 131 years, was 
launched with an initial print run of 
650,000. Backed by institutional 


‘needs a stable circulation of around 


‘WR Grace, an American 


'firm—£100m more than an opposed 


investors, the newspaper says it 
375,000 to prosper. 


People Express, the cut-price 
airline, says its merger with Texas 
Air could fail if its debt-holders reject 
proposed lower interest rates. 


conglomerate, cut its staff to reduce 
overheads. A second bid to sell its 
retailing interests had failed. 


The upper house of the Swiss 
parliament approved a law banning 
insider trading, which is expected 
easily to pass the lower house. 


Greyhound threatened to sell its bus 
operations if its employees refuse to 
accept deep enough wage cuts. 


Waterford Glass has offered £253m 
for Wedgwood, Britain's fine china 


bid by London International, which 
was referred to the British 
monopolies commission. 


Builders working in the City of 
London put a shovel through a 
British Telecom cable, 
disconnecting hundreds of financial 
companies for at least a couple of 
days. Expect multi-digit lawsuits. 


AANA NEAREST AT ETI EMIS. 


Economic and. financial indicators 
are on pages 103-104. 























Handelsbanken, 


The American information group continued to perform well and 


The American electrical firm reported better-than-expected earm- 
ings from its two big purchases-~-RCA and Kidder, Peabody. 


: sat Arica cc alc cick seen 
The British merchant bank, which:went public in June, beat the 


Z4 The Dutch office-copier. maker benelited from lower tax and 
interest payments, but was squeezed by the stronger guilder. 


hadena tabetha dia. 
Betting, property development and investment accounted for the 
entire tise in trading profits, but the British group bragged that its 





Corporate scorecard 
Net % change % change 
profit on comp Sales on comp 
Company Period $m* period" $m* period™ Comment 
Dow Jones & Co N Sep 30 137 +40 820 +8 
the Wail Street Journal's advertising increased. 
General Electric N Sep 30 1,760 +5 22,940 +17 
Morgan Grenfell H Jun 30 75 ~ _ — 
profit forecast in its. offer prospectus by £3m. 
Océ-van der Grinten N Aug 31 23 +12 540 
Sears — H Jul 31 tist +13 1,710 +7 s 
i _ autumn fashion ranges were well received. 
Stora Kopparbergs EAug3t ~ 95 nil 4,150 ~2 f 
F _ Bergslags : í ` Papyrus; said profits were hurt by a faltin pulp prices. 
Svenska E Aug 31 332tt +91 _ _ 





N a Nine months ended..£ = Eight. months ended. H = Haif-year ended. "Converted at average exchange rates. “Based on 
profit. a ee as 








Sweden's largest forestry group, which is taking over its rival 


Sweden's second biggest commercial bank ‘was helped by 4 
deregulation of the Swedish credit market. 5 


local currency figures: T = Pre-tax profit. tt = Operdfing 











All these Bonds having been sold, this announcement app sars as a matter of record only 
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EUROPEAN INVESTMENT BANK 


Luxembourg 


Swiss Francs 150, 000, 000 
47/3% Bonds 1986- -1998 


SODITIC S.A. 





BANQUE GUTZWILLER, KURZ, BUNGENER S.A. 


Aigemene Bank Nederland (Schweiz) 
BA Finanz (Schweiz) AG 
BIL Banque Internationale à Luxembourg 
i (Suisse) S.A. 
BKA: Bank für Kredit und Aussenhandel AG 
‘Bank Heusser & Cie AG 
Bank Leumi le-Israël (Schweiz) 
Bank Oppenheim Pierson (Schweiz) AG 
Bank of Tokyo (Schweiz) AG 
Bankers Trust AG 
Banque Bruxelles Lambert (Suisse) S.A. 
Banque Kleinwort Benson SA 
Banque Paribas (Suisse) S.A. 
Banque de Participations et de Placements S.A. 
Banque Pasche S.A. 
Banque Scandinave en Suisse 
Canadian Imperial Bank of Commerce (Suisse) SA. 
Chase Manhattan Bank (Switzerland) 


KREDIETBANK (SUISSE) SAL. 


Citicorp investment Bank (Switzerland) 
Compagnie de Banque et d’Investissements, CBI 
Dai-Ichi Kangyo Bank (Schweiz) AG =; : 


‘First Chicago S.A. 


Hottinger & Cie 


: The Industrial Bank of Japan (Schweiz A AG 


LTCB (Schweiz) AG 
Manufacturers Hanover (Suisse) S.A. 


f Mitsubishi Finanz (Schweiz) AG. 


Mitsui Finanz (Schweiz) AG f 
Nippon Kangyo Kakumaru (Suisse) S.A. 


“The Royal Bank of Canada (Suisse) 


Société Bancaire Julius Baer S.A. " 
Sogenal, Société Générale Alsacienne. de Banque 


; Sumitomo International Finance AG 


Turis AG, Finanz- und Verwaltungsgeselischaft 
Unigestion S.A. 





Crédit Commercial de France (Suisse) S.A. 
Samuel Montagu (Suisse) S.A, 


Banque Nationale de Paris (Suisse) S.A. l 
Ingeba Internationale Genossenschaftsbank AG 
J. Henry Schroder Bank AG 


Banca di Credito Commerciale e Mobiliare 
Banca. del Sempione 

Banca Solari & Blum S.A. 

Bank in Huttwil 

Bank in Ins. 

Bank Langenthal 

Bank in Langnau 


Bank Neumünster 

Bank Rohner AG f 
Banque de Dépôts et de Gestion 
Banque Louis-Dreyfus en Suisse S.A. 


‘Crédit Lyonnais Finanz AG Ziirich 


Great Pacific Capital 

Grindlays Bank p.l.c. 

E. Gutzwiller & Cie, Banquiers 
Overland Trust Banca 

Riiegg Bank AG 

St. Gallische Creditanstalt 
Società Bancaria Ticinese 
Solothurner Handelsbank . 
Spar- & Leihkasse Schaffhausen 
Volksbank Willisau AG 





Nordfinanz-Bank Zürich 

Clariden Bank 

Lloyds Bank Pic 

Amro Bank und Finanz 

Bank CIAL (Schweiz) ; 
~ Crèdit industriel d'Alsace et.de Lorraine AG A 


Armand von Ernst & Cie AG 
Banco di Roma per ta Svizzera i 
_ Banque Générale du Luxembourg (Suisse) s. A: 


Banque Indosuez : . 
Banque Morgan Grenfell en:Suissè S.A. 
Caisse d’Epargne du Valais 

Fuji Bank (Schweiz) AG 

Gewerbebank Baden 

Handelsfinanz Midland Bank 
Hypothekar- und Handelsbank Winterthur 
Maerki, Baumann & Co. AG 

Sparkasse Schwyz 
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Package tour prices fly back to 


the future 


British tour operators are stuffing travel 
agents’ racks with some 40m glossy bro- 
chures that advertise next year’s holidays 
in Mediterranean sunspots. For the sec- 
ond year running, Britain’s package holi- 
day razzmatazz has started early, imagi- 
natively and with a vengeance. With lots 
of cut-price deals, the big tour packagers 
are hoping to pull off an even bigger 
holiday-selling stunt next year than they 
have managed in the past 12 months. If 
they can, sighs of relief will be heard from 
the costas of Spain to the bazaars of 
Istanbul. 

The 1987 brochures just launched con- 
tinue the theme set for 1986. Thomson 
Travel, the biggest tour operator, is keep- 
ing the average price of its holidays un- 
changed, backed by the same guarantee 
and a £100 refund if any promise is 
broken. Its cheapest standard package is 
a week in Spain for £63. International 
Leisure Group (Intasun) is also holding 
its prices for next year. Horizon’s gim- 
mick is 1,000 holidays at 1966 (sic) prices. 

The package holiday business is pre- 
dominantly a European affair. Three 
times as many Europeans take inclusive 
‘olidays abroad as Americans or Japa- 

ese. Among the Europeans, well-paid 
- West Germans and sea-locked Britons 
are by far the biggest buyers of inclusive 
tours. But whereas the West German 


by British holidaymakers 
om 4 


Source: Deparimant of Trade and ind 


market is steady and conservative, the big 
British tour operators have proved by far 
the most innovative. Thomson Travel, 
selling 3m holidays a year, is now Eu- 
rope’s biggest. 

The assault on the family’s leisure bud- 
get by packagers like Thomson, Interna- 
tional Leisure and Horizon is being made 
now—three months earlier than usual— 
in a bid to turn the holiday season into a 
bigger, longer and more profitable one. 
The trick worked a treat this year—and 
needed to. After averaging around 12% 
annual growth in the five years 1980-84, 
the number of Britons taking package 
holidays abroad fell 6% in 1985, to 8.5m. 
The miners’ strike and falling pound were 
only part of the problem. Terrorist bomb- 
ings plus rising street crime in Spanish 
resorts conspired with over-pricing to 
reduce by Im the number of British 
package tourists to Spain in 1985. 

While the number of Britons taking 
holidays in Greece rose by 34% and in 
Yugoslavia by 21% in 1985, for British 
tour operators these two markets com- 
bined are still only half the size of the big 
Spanish one. In terms of hotel-nights 
spent in Spain, the 5m tourists from 
Britain hog one and a half times as much 
accommodation as the next biggest 
group, the West Germans. 

That precipitous drop (27%) in tourists 


British tour operators’ profits’ 
as % of sales ° 
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We must book earlier next year 


from Britain to Spain in 1985 set alarm 


¥ 


bells ringing. One of the first of the tour 


operators to respond was Thomson with 


its “New Deal” that guaranteed flights, 
transfers and hotel rooms, no surcharges 
and a £100 refund should any promise be 
broken. Promotion for 1986 holidays 
went into high gear the previous October 
instead of December, with an average 
price 17% lower than the previous year. 
By kicking the selling season off early 
with lots of cut-price packages, all the 
choice holidays had been snapped up by 
the time the bulk of Britain’s holiday- 


seekers went shopping in late winter. 


Instead of getting their favourite resorts 





in July or August, many had to settle for — 
other places in June, September or even — 


October, On the figures now coming in, 
1986 is proving a bumper year—with the 


package-tour business up by at least 20% 
as 10m Britons took charter flights in 
search of sun. 


Several smaller tour operators went out 


of business—but this is usual in an indus- 


try where many firms operate on a net 
margin of less than 1%. The most impor- 
tant change now is the gap that is opening 
up between the big two (Thomspn and 
International Leisure) and the rest. The 


big two's rivals are being hurt by the © 
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tax loss of £5.4m in the first six months of 
its year (to May 31st), compared with a 
£10.7m pre-tax profit a year earlier. 

This widening gap can be explained 
almost entirely by technology. A tour 
operator gets roughly £35 out of a £250 
holiday (£90 going on air fare, £100 on 
accommodation and £25 to the travel 
agent). This has to cover all its marketing 
and administration costs and provide a 
profit. When everybody is discounting 
frantically, the only way to increase busi- 
ness is to offer customers a satisfactory 
second (or third, fourth, etc) choice in- 
stantly—as soon as the travel agent finds 
that the customers’ dream holiday is sold 
oi out. That means having computerised 
‘+ reservation systems like the airlines, with 
terminals in all the resorts feeding back 
-data on what accommodation is still 
available. 

With margins so slim, Thomson cannot 
_ afford to take bookings on its cheaper 
_ brochures over the telephone. All have to 
-3 go through its Prestel-like TOPS system. 
“Travel agents buy their own nifty little 
_ Sony terminals for a few hundred pounds. 

























Not every industrial trade fair is a crowd 
puller. But the scarcity of more conven- 

, tional entertainment has turned the Teh- 
ran International Trade Fair into a social 
as well as a commercial event. Some 2m 
people, nearly one-quarter of the city’s 
population, visited the 11-day exhibition 
last month. They were treated to dis- 
plays from 37 countries of goods such as 
batteries, grinding wheels and fire-fight- 
ing pumps. Britain alone fielded 44 com- 
panies. Though not much business was 
done on the spot, few foreign exhibitors 
were dissatisfied. With their sights on a 
post-war Iranian economic recovery, the 
fair provided them with an easy way to 
get a visa and a rare opportunity to make 
contacts. 

As oil provides nearly all Iran’s for- 
eign exchange, the slump in the oil price 
this year has meant that the value of 
exports has fallen—by over 30% on 
some estimates. Imports have fallen sim- 
ilarly. Letters of credit are available only 
for top-priority official imports—mili- 
tary wares, food, medicines, and farm 
and industrial machinery. But when Iran 
does issue letters of credit it honours 
them promptly—unlike Iraq, which is 
frequently several months late. Iranian 
private traders are able to use foreign- 
exchange entitlements (previously 
earned through exports, and themselves 
tradable) but only to buy relatively 
cheap things like motor parts. 

The foreign-exchange shortage has led 
to a new emphasis on countertrade. In 
theepast, this usually involved oil. But oil 
is thought too precious to barter now and 





price-cutting. Horizon has reported a pre- 


Tehran’s shop window 







other operators which can afford it. 


While all the main tour operators pro-.. 


tect themselves by buying their currencies 
forward, none can do a thing about the 


Sanctions on South Africa 


The TOPS system is being emulated by 





price of oil. The drop in oil prices is a 
windfall that is helping pay for this year’s 
price war. If fuel costs were to soar again 
the industry would soon find itself in deep 
trouble. 


Now spot the difference 


For the time being, the three-year-long 
debate in America on the case for sanc- 
tions against South Africa has been re- 
solved. The Senate voted by 78-21 on 
October 2nd to override President Rea- 
gan’s veto of a sanctions bill, some of 
whose provisions took effect immediate- 
ly. The impact of the sanctions on South 
Africa remains unclear, and on America 
unexamined. The case for sanctions has 
rested more on moral indignation than on 
economic analysis. 

The administration has said, unequivo- 
cally, that it will enforce the new laws. 
Some goods are already held by customs, 
pending regulations to flesh out the de- 































One the Ayatollah let in 








a range of goods from lorries to minerals 
and even honey was offered in exchange 
at the fair. Iranian wares, many of them 
with prominent “for export” signs, occu- 
pied half the display space. ; 
Despite the lack of foreign consumer 
goods—-a huge Canon stand from. previ- 
ous years was locked up—-most of. the 
Iranian. - visitors. enjoyed themselves. 
Schoolchildren. queued up’ at. British 
stands to beg for pictures of London: or 
to ask about pop. music. And locals 
looked surprised at the range and quality. 
of Iranian products on display, such as 50- 
varieties of grape, few of which are seen: 
in local shops. ee 




























“vot the legislation will now occupy more 


WASHINGTON, DC 


tails of the new code. The next move will 
be for President Reagan to instruct the 
Transportation Department to ban air 
travel to South Africa. At the moment, 
only South African Airways flies direct 
between the two countries. Imports of 
Krugerrands, forbidden by an executive 
order a year ago, remain banned. So do 
imports of military equipment, 

Imports of goods made by so-called 
South African parastatals are now forbid 
den, unless a contract for goods wa: 
signed before August 15th this year. The 
president may also revoke the ban if he 
certifies that the “parastatals” provide 
strategic minerals vital to America’s de- 
fence or economy, and'that there are no 
secure alternative supplies. Imports of 
uranium, coal and textiles will be forbid- 
den from January. Imports of iron, steel, 
agricultural products and sugar were os- 
tensibly banned from the time the Senate 
voted. South Africa’s sugar quota has 
gone to the Philippines. 

No computers may be exported to 
agencies of the South African.state, and 
other sales.of computers must be accom- 
panied by end-user certificates stipulating 
that they are going to private businesses. 
Exports of nuelear technology are severe- 
ly restricted, and those of oil are prohibit- 
ed unless contracts were signed before 
October 2nd. 

By mid-November, there will be a ba 
on new investment by Americans in Soutn 
Africa, unless it is going into a firm 
owned by blacks. But letters of credit and 
other short-term financing remain ex- 
empt from controls, as does rescheduling 
of debt. The profits made by American 
firms in South Africa may be reinvested, 
and the same firms may give their South 
African operations cash injections to keep 
them operating in an “economically 
sound manner”; but those injections must 


` not be used to “expand operations”. 


The interest of American traders will 


‘now shift to the fine print of the new law. 


In some places, itis more felt-tip than 


“copperplate. What, for example, is a 


parastatal? Answer: a list of them will be 
prepared soon. What if South African 
iron ore is transformed-into steel in a 


third country, and then re-exported to 


America? Answer: don’t know. Scrutiny 


























Where to now? 
US imports from South Africa, 1985 


Silver & platinum 27% 


Precious stones 13% —f% 
Uranium & thorium Pita 
6% 
Other chemicals 2% 
Food & live animals 6% 
Artworks 5% 
Coal & other fuels 4% i 
iron & steel 11% ——_— 






















Other manufactures 
17% 


Raw materials 9% 


Source: US Dept. of Commerce 


time than worries about its domestic 
economic impact on the United States, 
which will be negligible. 

In 1985, South Africa was only Ameri- 
ca’s 28th trading partner. Importers stand 
to lose about an annual $18m-worth of 
textiles and $156m of iron, both of which 
they can easily get from elsewhere. In 
these protectionist times, few tears will be 
shed over any harm to them, or about the 
loss of South African farm products. The 
loss of uranium and some other metals is 
unlikely to hurt, especially since the presi- 
dent can waive any sanction after six 
months if he decides that it is increasing 
American dependence on communist 
countries for strategic goods. 

The threat that South Africa might use 
counter-sanctions and withhold strategic 
metals like platinum and palladium (care- 
fully excluded from the bill) has faded. 
Mr Barend du Plessis, South Africa’s 
finance minister, said in London on his 
way back from the IMF annual meeting 
that “it is not our policy to retaliate.” 

yuth Africa, he declared, is against 

»ycotts and sanctions. This declaration 
may puzzle the people of tiny Lesotho. 
Their government was deposed by a mili- 
tary council after South Africa blockaded 
road and rail traffic into the small moun- 
tain kingdom, which is entirely surround- 
ed by South African territory, on January 
Ist. 


French fashion 


Make way for 
Dusseldorf 





PARIS 


For some years, French flair has lost out 
to Italian design in the ready-to-wear end 
of the women’s fashion market, where 90- 
95% of the money is made. Now, after 
long concentration on their fashion rival- 
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FARREZ 


ry with the Italians, the French are realis- 
ing that a bigger commercial threat is 
coming from the well-organised (and not 
so unstylish) West Germans. 

The big autumn clothes fair in Düssel- 
dorf, which includes men’s and children’s 
clothes, has become as interesting for big 
buyers as the Prêt-à-Porter Féminin show 
which ended in Paris on October Ist. This 
was as crowded as usual, but many of the 
visitors were men who had drifted over 
from the motor show next door to ogle 
another kind of model. The organisers 
were as glum as the plastic orange trees in 
the aisles: attendance of foreign garment 
representatives was down one-third on 
1985. 

The industry’s spirits will get a boost 
next week at the Paris autumn fashion 
parades, where designers such as Agnès 
B, Azedine Ayala, Claude Montana and 
Thierry Mugler show their wares. There 
is not much change from FFr10,000 
($1,500) for one of their cheaper num- 
bers, twice what an average French 
household spends on clothes each year. 
This end of the market is crucial for 
keeping up Paris’s reputation as a setter 
of styles. But without better marketing, 
reputations do not pay many bills. 

The French domestic market for wom- 
en’s clothes, about 40% of the total 
clothes market, did not grow at all be- 
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Ragged 
French exports of women’s clothing, 1985 
Total FiFr 7-2 billion 
W Germany 12 
Switzerland 9 


Beigium/ 
Luxembourg 
16 


United 
States 16 


Holland 2 
Japan 2 


French household expenditure by type 


% of total 1984 


12 Other 11 RQQy 
EBS 


6 Entertainment 8 
12 Transport & : 
communications 12 
10 Medical services 
& health 16 
10 Household 


14 Housing, 
heating, lighting 17 





Sources: F ederation Française Prét-a-Ponter Feminin; Insee 


tween 1980 and 1984. Turnover in 
France’s women's-wear industry was 
some FFr20 billion in 1985, of which 
FFr7.2 billion came from foreign sales. Its 
West German competitor sold almost 
twice as much, at home and abroad. 

In the export race, the West Germans 
have two big advantages over the French, 
First, some 60% of their clothes are made 
in low-wage Eastern Europe or Asia. 
Second, West Germany’s ready-to-wear 
firms tend to be far bigger and better able 
to mount strong export campaigns than 
France’s. West Germany’s four biggest 
clothes makers account for 20% of annual 
turnover in the garment industry. The 
industry in France is much less concen- 
trated, although a few big firms are start- 
ing to dominate French men’s wear. 

Bigness is not always an advantage, 
however. West German firms sell most in 
countries, such as Britain, where there 
are big, nationally known chain stores. 
They are less good at selling in countries, 
such as Italy, where smaller shops pre- 
dominate. France’s small dress compa- 
nies are also often better than bigger 
firms at catching new trends or meeting 
last-minute orders. This flexibility helps 
in some surprising markets. More than 
half of French women’s-wear sales in the 
United States are made by the tiny dress 
firms of the Sentier, the garment district 
in the centre of Paris. 

Without foreign sales, the French 
clothing industry is bound to contract 
further. Taking women’s, men’s and chil- 
dren’s clothes together, it has lost 35,000 
workers in the past ten years. As France’s 
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population ages, people are spending less 
on clothes, and more on doctors and pills. 
Some of France’s big-name fashion ty- 
coons have diversified into scents and 
foods. Will designer medicines be next? 


Nigeria 


Bidding for 
recovery 


Four years late, and with characteristic 
indecisiveness, Nigeria has done the main 
thing needed to put its economy back in 
business. Since September 26th, when the 
central bank held its first auction of 
foreign exchange, Nigeria has devalued 
its currency massively. At the first auc- 
tion, it fixed the exchange rate at 4.62 
naira to the dollar, instead of the previous 
artificial (and therefore widely disregard- 
ed) official price of 1.55 naira per dollar. 
On the following Thursday, October 2nd, 
the naira fell again, to 5.06 to the dollar. 

Every Thursday the central bank will 
open sealed bids, put in by authorised 
banks and dealers either on their own 
behalf or on behalf of clients. The central 
bank, having announced in advance the 
amount (in dollars) to be auctioned, will 
range the bids in decreasing order, until 
the total amount on offer is exhausted. 
The bank will then work out the average 
of the successful bids, and share out the 
available dollars at that price. 

Since no single bidder may receive 
more than 10% of whet is available, and 
since the central bank seems willing to 
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give all bidders a nibble, some of those 
whose bids are below the cut-off price 
(the “marginal price”) stand to receive an 
allocation at a price higher than they bid. 
All transactions throughout the following 
week will be ruled by that rate. The old 
rate of 1.55 naira remains in force for 
government transactions (however they 
may be defined—a fruitful area for smart 
operators), and for the settlement of 
recognised past debts. 

Devaluation is always painful. Foreign 
travel and foreign luxuries become much 
more expensive, and a lot of rich Nigeri- 
ans with powerful voices have become 
hooked on such things. There will also be 
losses for Nigerian industries that assem- 
ble imported semi-manufactures. But the 
artificial cheapness of foreign currency 
has created an artificially strong demand 
for imports, curbed by stringent import 
licensing. This has been infinitely bother- 
some to businessmen and inordinately 
profitable to the civil servants and minis- 
ters who hand out the licences. Unfortu- 
nately, the devaluation has not been 
matched by abolition of import licensing. 
So running a business will remain over- 
complicated, and opportunities for cor- 
ruption will persist. 

Lagos bankers have their objections, 
too. In particular, choosing the average 
successful bid price gives a higher rate 
than would be obtained by settling at the 
marginal price. Moreover, if more dollars 
were on offer, the price of dollars would 
drop. Although the Nigerian authorities’ 
main problem is getting the dollars to sell, 
they could, if they wished, borrow more 
for the weekly auctions. Nigeria has 
signed a letter of agreement for a line of 
credit of SDR650m ($785m) from the 
IMF. With devaluation it has now ade- 
quately met all the conditions that the IMF 
might impose on it. But President Ibra- 
him Babangida’s military government has 
promised Nigerians that it will not accept 
an IMF loan, which has become identified 
as a badge of international servitude. 

So the foreign exchange needed for the 
weekly auction is being borrowed not 
from the IMF, but more expensively from 
foreign commercial banks. This is likely 
to cost Nigeria an unnecessary $40m over 
the coming months. 


Motor shows 


A big leap for 
Jaguar 


It is the season of motor shows when 
carmakers. show off their fruitfulness. 
From Paris to Sao Paulo to Birmingham, 
new models are emerging from their 
wraps. The new AX runabout from 









France’s Citroén and the 7-series BMW 
from the West German carmaker were 
the stars of the Paris show. But Jaguar 
looks set to steal the limelight at Britain’s 
Birmingham show on October 18th. 

The new Jaguar xJ6 (and its dearer 


Daimler stablemates) cost £200m 
($285m) to develop and has been four 
years in the making. It is the company’s 
first new model since it was privatised two 
years ago. On it rest Jaguar’s chances of 
boosting its share of the luxury-car mar- 
ket in the United States, which last year 
accounted for 62% of its total sales; and 
of increasing its hitherto modest sales in 
Europe. 

The omens are good. Not only is the 
cheapest Jaguar XJ6, at £16,495, cheaper 
than comparable models produced by 
Mercedes-Benz and BMW; it also costs 
less than the dearest of Rover's recently- 
introduced 800 series. Faced with a choice 
between the two, few lieutenants of Brit- 
ish industry, or advertising executives in 
California, would opt for the Rover. 

On the continent, Jaguar is likely to 
face a bigger challenge from the new BMW 
7-series. Like Jaguar, the West German 
carmaker has gone to great lengths to 
ensure that the styling of its new cars 
retains a strong flavour of the old. Buyers 
of luxury cars tend to be conservative 
But the new BMws, much like the Jaguars 
are mostly new under the bonnet and 
sport a host of gadgets. The designs of 
both cars also allow them to be manufac- 
tured more quickly (and cheaply) than 
the models they replace. 

Citroén’s new AX car, launched in Paris 
last week, is more affordable. The com- 
pany, part of the Peugeot group, France’s 
number-two (and profitable) carmaker, is 
hoping the Ax will enable it to grab a 
bigger share of the competitive small-car 
market in Europe. Citroén cannot afford 
to fail. Sales of its bigger BX range have 
been badly hit by competition from the 
Renault R21, the popular saloon produced 
by its state-owned (and unprofitable) ri- 
val. Launched earlier this year, the R21 
already accounts for an astonishing 20% 
of new-car sales in France. The R21's 
success and that of the smaller Rs have 
given Renault a much-needed boost. The 
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| The fallofthedollarissmallerthanitseems- 


The dollar has dropped by more than 40% against the yen and the D-mark 


since its peak in 
‚dollar fall further? 


Before disagreeing about whether the 
dollar has. fallen far enough, analysts 
usually disagree about how far it has 
fallen already. Trade-weighted exchange 
rates provide an average measure of the 
dollar's value, but they can be calculated 
in different ways. To cite the three 
estimates that are used most commonly: 
the Federal Reserve . Board's: trade- 
weighted exchange rate for the dollar has 
fallen by 32% since February 1985; Mor- 
gan Guaranty’s by 25%; and that calcu- 
lated by the IMF and the Bank of England 
(shown every week in this paper’s eco- 
“nomic and financial indicators, see page 
104) by 27%, 

The key to the differences lies in the 
choice of weights. Morgan Guaranty, a 
New York bank, weights an individual 
currency on the basis of bilateral trade 
shares—the share of that country’s ex- 
ports and imports in America’s total 
trade. The Federal Reserve uses the 
share of a country’s trade in world trade. 
This takes account of countries which do 
not trade much with America but whose 
exports may compete with American 
exports in a third market. 

e Fed’s index runs into the opposite 
problem to Morgan Guaranty’s. It takes 
insufficient account of big bilateral trade 
flows, such as that between Canada and 
America. Canada, America’s biggest 
trading partner, hes a weight of only 9% 
in the Fed’s index, compared with 30% 
in Morgan Guaranty’s (see table). On 
the other hand, the D-mark has a weight 
of 21% in the Fed's index—almost twice 
that in Morgan Guaranty’s. This is be- 
cause West Germany is the biggest trad- 
ing country in the world (after the Unit- 
ed States), but it ranks only third among 
America’s trade partners. 

The indéx calculated by the IMF is the 
most sophisticated. Its weights come 
from the IMF's Multilateral Exchange 


The dollar 
% change, Feb 1985-Sept 1986: 
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ebruary 1985. Yet America's trade deficit continues to 
row. Does the devaluation need more time to work through, or should the. 


Rate Model, which produces economet- 
ric estimates of the effect of a 1% change 
in an individual exchange rate on a 
country’s trade balance. The IMF's 
weights therefore take account of differ- 
ences'in the response of trade prices to 
currency changes and of trade flows to 
price changes. 

Which index is correct? Very obvious- 
ly, none of them. All three include only 
the currencies of selected OECD coun- 
tries—principally Europe and Japan— 


Three of a kind 
Dollar trade-weighted indices 

Percentage weights 
IMF/Bank US Federal Morgan 
of Fnpland Reservo Guaranty 


Japan 3.6 23.2 
Canada 20.3 9.1 30.3 
W.Germany 13.0 20.8 10.9 
France 10.1 13.1 5.9 
Italy 7.5 9.0 4.1 
Britain 5.1 11.9 9.2 
Other 22.7 22.5 16.4 

100.0 100.0 100.0 


which have seen the biggest recent rises 
against the dollar. Yet Europe and Japan 
account for only 40% of America’s trade 
and little more than half of its trade 
deficit (see chart). A large chunk of 
America’s trade is with countries, such 
as the Asian newly-industrialising coun- 
tries (NICS), whose currencies have bare- 
ly budged against the dollar over the past 
20 months, or with Latin American 
countries, such as Mexico, which have 
sharply devalued their currencies against 
the dollar by more than enough to com- 
pensate for inflation. 

As a result, the familiar trade-weight- 
ed exchange rates overestimate the re- 
cent improvement in the dollar's com- 
petitiveness. This has prompted several 
other calculators to set up rival trade- 
weighted indices. Manufacturers Hano- 
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ver, a New York rival of Morgan Guar- 
anty, has an index which includes the 
currencies of America’s. 17 biggest trad- 
ing partners, eight. of them developing 
countries in Asia and Latin America. Its 
index has fallen by only a tiny 2% since 
February 1985, 

This sort of index is distorted by 
bringing in Latin American countries, 
with their high inflation rates and paral- 
lel foreign-exchange markets. For this 
reason, the Federal Reserve Bank of 
Atlanta omits Latin America from its 
new index, but includes five Asian coun- 
tries along with Saudi Arabia. On its 
measure the dollar has fallen by 19% 
from its peak—still much less than is 
commonly supposed. 


The right dollar rate 

What is the “correct” exchange rate at 
which the dollar “ought to settle”? The 
traditional method of calculating equilib- 
rium exchange rates is based on purchas- 
ing power parity (PPP}--ie, the rate 
which would equate the prices of a 
representative basket of goods and ser- 
vices in two countries. American Ex- 
press Bank reckons that the dollar still 
has further to fall against the main cur- 
rencies before it reaches its PPP: perhaps 
to DM1.50 and Y140. That depends on 
what baskets of goods and services you 
measure. Other estimates of PPPs using 
different price indicators suggest that the 
dollar has already overshot its equilibri- 
um rate against the German and Japa- 
nese currencies. 

Anyway, PPPs merely show where 
the exchange rate would be if inflation 
was the only difference between coun- 
tries. The question of where the dollar 
should be to balance America’s trade 
is better answered by something called 
fundamental equilibrium exchange 
rates (FEERS) developed by the Insti- 
tute for International Economics in 
Washington, FEERS take account not 
only of inflation differences, but also 
of such cyclical and structural factors 
as oil prices and the domestic savings 
ratio. Currency Research, an ex- 
change-rate consultancy based in Lon- 
don, regularly calculates FEERs, Its lat- 
est estimates for what the dollar should 
be are Y155 and DM2.02—ie, almost 
exactly what it was this week. 

The analysis of trade-weighted. ex- 
change rates suggests that even if the 
dollar is at its “correct” value against the 
main currencies this will not be enough 
to get rid of America’s trade deficit. This 
is because its value against other curren- 
cies is still too high. If the Reagan 
administration fails to persuade the 
Asian NICs and Canada to upvalue their 
currėñcies, then the dollar will have to 
fall further against the yen and the D- 
mark to compensate. 

e. 





_ company halved its losses in the first si 
„months of this. year to FFr2.5. billion 
($380m) and hopes to. be making an 
operating profit by the end of 1987—~for 
the first time in years. 


IBM and Sperry 


- Old giants, new 
tricks 


NEW YORK 


After disclosing a thinning order book, 
_ beleaguered IBM is trying to put its prod- 
uct line in order with a new family of 
~ computers, The new machines will run all 

the software written for IBM mainframes, 





The computer industry is jostling to 
establish standards for a new generation 
of personal computers that has the speed 
and power.to rival, if not replace, larger 
minicomputers. The new generation 
uses microprocessors which handle 32 
bits. (binary digits) of information at a 
time rather than the 16 bits of the current 
generation. America’s Compaq Com- 
puter was the first large manufacturer to 
launch a 32-bit personal computer based 
ona chip made by Intel. More super 
chips, and more machines based on 
them, are coming. 

Who will buy them? The new comput- 
ers can operate existing programs two to 
three times faster than the old ones. But 
in many electronic office jobs, speed is 
dictated by the person working the key- 
board. So industry analysts think the 
sales will come at the top end of the 
business market, where the processing 
time for such tasks as complex financial 
analysis can be hurried along. Special- 
ists, too, could find the extra power 
useful, by employing the machine as, 
say, a design or engineering workstation. 

But to break into the market for 
personal computers, the new machines 
will have to make better use of their 
speed and power. For that they need a 
new operating system—the master con- 
trol program which makes a computer 
work. Snag: a new operating system 
taking full advantage of the superchips 
will not run the thousands of existing 
standard office programs unless they, 
too, are re-written. 

Microsoft, together with Intel and 
IBM, set the current personal-computer 
Standards. These companies aim to re- 

` peat the trick with the new generation. 
Intel and IBM announced a technology 
exchange agreement on October 6th. Tt 
allows IBM to use tailor-made Intel chips 
for its personal computers rather than 
standard chips available to. everybody, 
inclyding the clone-makers that have 











t six: 


Add 16 bits and what do you 


support fewer users and cost much less: 
The company hopes the machines. will 
restore its popularity in the fast-growing 
“mid-range” of the computer market, 
where it has lost ground to Digital Equip- 
ment and other rivals. It-is a crowded 
field: Many other firms have similar am- 
bitions, including Sperry, which has also 
just announced a “mid-frame” series. 
The reasoning behind the new comput- 
ers is straightforward. First, IBM hopes to 
capitalise on its strength in mainframe 
computers (meaning anything that sup- 
ports more than 150 users) to improve 
sales of smaller machines (10-150. users). 
According to Dataquest, a market re- 
searcher, IBM controls nearly 70% of the 
mainframe market, but “only” 45-50% of 
the market for smaller machines. Second, 
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successfully flooded the market with ma- 
chines which are faster and cheaper than 
IBM’s own personal computers: an at- 
tempt by IBM to prevent its future com- 
puters from being so readily copied? 
Microsoft is writing a new Operating 
system. A version that combines the 
ability to run standard programs with 
greater use of the computer's power is 
expected early next year. It would serve 
as a half-way house until a totally new 
operating system follows later in 1987, 
along with an IBM machine using a new 
32-bit Intel chip. 
Cheaper: prices would hurry. every- 
thing up. When Intel launched its 32-bit 
chip in October 1985, it was expected to 
appear in personal computers costing 
$7,000-10,000..The price is now put at 
$3,000-5,000,. If 32-bit computers be- 
come cheap enough, companies could 
afford: to. waste computer power to run 
their mundane office systems a bit more 
quickly. If the extra power is used, as it 
could be, to make the. machines more 
friendly to their operators (ie, easier to 
use), the 32-bit computers could quickly 
replace current. machines. 









































IBM hopes to. create a virtuous circle, 
whereby sales of its machines spurs devel- 
opment of more software and training of 
moreé.users—further boosting sales. 

The computers: 18M hopes will achieve 
these. goals are the four models-of the 
9370 family, which will be available in 
mid-1987. The dearest member of the 
family will cost around $200,000—rough- 
ly the same as the simplest model of 
computer leading Sperry’s attack on the 
middle ground, the 2200/200. The cheap- 
est model of IBM’s 9370 family can be 
picked up for as little as.$31,000. (plus 
roughly as much again for software and 
peripherals needed for useful work) for a 
machine that will serve about six users. 

IBM is cutting prices on software to go 
with its cheap computers. It realises that 
even the most loyal customer is unlikely 
to buy a $40,000 computer if he has to pay 
$60,000 for the software needed to make 


the computer run. So IBM has made soft- 


ware prices reflect the power of the. 


computer that the software is to runon. A 


program purchased for the cheapest 9370 
computer, the Model 20, would cost 
around one-quarter of the price of the 
same software purchased for a full-sized 
mainframe. 

A reduction in software costs will solve 
only part of IBM’s marketing difficulties. 
It also has to make the stuff easier to use. 
Much of 1BM’s mainframe software. is 
complex. While the cost of employing a 
couple of $50,000-a-year systems pro- 
grammers can easily be justified for a $1m 
mainframe, the typical 9370-owner will 
regard such a cost as out of the question. 
One solution is to offer ready-made com- 
puter packages, which can do useful work 
almost as soon as they are plugged into 
the computer. IBM announced eight such 
packages this week. Another solution is 
to introduce new techniques that will 
allow the same staff to run both th 
corporate mainframe and the 9370s i 
various departments, which will often be 
at different locations, 


Japanese telecoms . 





Trading signals 


TOKYO 


Japan’s giant trading groups (the sogo 
shosha) see telecommunications as the 
way to avoid becoming commercial dino- 
saurs. The six biggest groups have invest- 
ed some Y260 billion ($1.7 billion) in 
information ‘and communications busi- 
nesses as. the country starts to deregulate 
its telecoms. 

The latest dollop into this pot-for- 
tomorrow was announced on October 
6th. This is a consortium headed by C. 
Itoh, the third biggest Japanese: trading 
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Discerning visitors to New York select 
The Carlyle, one block from Central 
Park, for its consistent excellence. 
Each guest room has Monitor TV's, 
VCR's and Stereos, and the solicitous 
staff is ever eager to please. 


A proud recipient of the Mobil Five-Star 
Award for 18 consecutive years. 


Member of The Sharp Group since 1967 


Madison Avenue at 76th Street 
New York 10021 

Telephone 212-744-1600 

Cable The Carlyle New York 
Telex 620692 


DO YOU GET 
A LOT OF MAIL? 


Gemma Smith, aged 5, suffers from a 
muscle wasting disease. 


Doctors did not expect her to live beyond 
age 2. She has proved them wrong, but 
the treatment that made this possible is 
expensive. 


A national appeal for used stamps has 
been organised to raise money-—please 
send any you have (even small quantities) 
to: 


Mrs C. L. SANDS, 
Gemma Smith 

Stamp Appeal Organiser, 
15 FONBLANQUE ROAD, 
SHEERNESS, 
KENT ME12 2NY. 



















Shiny hide attaché case. Size 17° X 12! 
Leather lined, Black, burgundy or brown. £420 (export £365.22), 





















Heavy brass pen stand/paper weight, £3050 Backgammon 18". 




















(export £32.60), Gold tooled leather interior. 
Set of 3 or 2 address books Black, navy or pigskin. 
Black, burgundy or blue. Book size 414" % 3", £320 (export £278.26). 
£49.50 (export £43,04) 


































Calf travel Bridge set, Shiny calfskin 44 folder paid. 









Complete with cards. Solar powered calculator, 1244" x 949" closed, 
6A" x 444" closed. Black, burgundy, brown, : 
£63.30 (export KASAI) £147.50 (export £128.26), 
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163-169 New Bond Street, London WIY OAR. Telephone, 01 493 6767 Cables: Telex, 25110 ASPREY G. 
153 Fenchurch Street, London ECIM GBR Telephone, 01 626 2160. Cables, 25110 ASPREY G 


40 Rue du Rhine, Geneva, Telephone 2872 77 Telex, 428165 JONA. 
725 Fifth Avenue, New York NY10022, Telephone, 212 688 1811 Telex, 421990 ASPREM 





~$150,000,000 
Texas Eastern Transmission Corporation 


10% Debentures due October 1, 2011 


Dillon, Read & Co. Inc. The First Boston Corporation — 


- Goldman, Sachs & Co. Merrill Lyach Capital Markets Morgan Stanle ey & Co. I 


Incorporat 


Salomon Brothers Inc Shearson Lehman Brothers Inc. Bear, Stearns & Co. Inc. 


Alex. Brown & Sons Donaldson, Lufkin & Jenrette Drexel Burnham Lambert 


Incorporated Securities Corporati ion : Incorporated 


E. F. Hutton & Company Inc. Kidder, = Peabody & Co. Lazard Frères & Co. 


0 Incorporated 


| PaineWebber Prudential- Bache — SLE Rothschild Unterberg Towbin, Inc. 


Incorporated Securities o 


Smith vane Harris Te & Co, Wertheim & k Cos In Inc. Dean Witter Reynolds ine. 


Monopoly-busting rivals 


Shareholders in: 


Other Japanese non- 
financial companies 14% 


Source: Cable and Wireless 


house, and Cable and Wireless, the Brit- 
ish international telecoms group. Each 
will hold a 20% stake in a new company, 
Kokusai Digital Tsushin Kikaku (KDTK), 
which will submit a detailed bid for the 
licence to be Japan’s second international 
telecoms carrier, breaking the monopoly 
of Kokusai Denshin Denwa (KDD). 

The rival bidder to KDTK is Internation- 
al Telecom Japan—a consortium of the 
five other big trading houses, Mitsubishi, 
Mitsui, Sumitomo, Marubeni and Nissho 
Iwai, plus the Bank of Tokyo and Matsu- 
shita, the consumer electronics firm. It, 
too, is seeking the licence to be “KDD-2”. 
There is good reason for the biggest 
houses to be interested. Keidanren, the 
lapanese employers’ federation, reckons 

at the international telecoms market 
~ut of Japan will grow by 17% a year to 
Y1,290 billion by 1995. 

Japan’s telecommunications ministry 
requires full proposals for the licence by 
the end of 1986, and is expected to make 
up its mind by mid-1987. A third appli- 
cant is possible but unlikely, since almost 
all conceivable contenders are already 
members of one or other of the two 
consortia (see chart). A fusion of the two 
consortia, or bits of them, is on the cards. 

One way or another, the telecommuni- 
cations ministry is unlikely to award more 
than one new licence. When competitors 
to the domestic long-distance telecoms 
carrier NTT were sought, four companies 
ended up with licences. But, more recent- 
ly, the Sony-led bid for a licence to 
operate a domestic satellite was turned 
down—on the grounds that two licences 
had already been granted. 
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$ Subject to regulatory approval 


The two rival bids for the international 
licence are likely to be very different. 
KDTK offers substantial new capacity. Ca- 
ble and Wireless has ambitious plans for 
the Pacific basin, which will go ahead 
even if KDTK does not get the operating 
licence. One is an optical fibre link be- 
tween California and Japan, at 5,000 
miles-plus the longest ever contemplated. 
The American end is being built by Cable 
and Wireless—plus Pacific Telecom, an 
American company—while KDTK will be 
responsible for the Japanese bit. This is 
supposed to be operating by 1990. Cable 
and Wireless’s other big project is a fibre 
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link between Tokyo and Hongkong (the 
hub of Cable and Wireless’s far-eastern 
operations, and its route into China). 
Cable and Wireless has a 37% stake in 
this venture, which may have spurs link- 
ing up with South Korea and Singapore. 
The other big partner is KDD. 

International Telecom Japan’s scheme 
involves no new capacity, but more effi- 
cient use of what already exists. It plans 
to lease spare satellite and ground capaci- 
ty from KDD, and resell it at a discount. It 
is possible, though, that the group will 
end up operating a cable built for it by 
Cable and Wireless. 


Neue Heimat’s bread winner? 


Mr Horst Schiesser, the 56-year-old Ber- 
lin businessman who picked up Neue 
Heimat, West Germany's debt-ridden 
property group, for DM1 (50 cents), is 
busy explaining himself. He has agreed 
to meet worried bankers in Frankfurt on 
October 17th. The bankers want to hear 
how a man of whom they know next to 
nothing plans to pull Neue Heimat round 
and repay their loans. After years of 
mismanagement by the trade unions 
which owned it before Mr Schiesser, the 
group has a total bank debt of around 
DM17 billion, of which some DM1.5 
billion is due at the end of this year. 

Mr Schiesser has already tried, evi- 
dently with some success, to erase 
doubts about him held by the city-state 
of Hamburg, where Neue Heimat is 
based, and by the federal government in 
Bonn. The Hamburg government ar- 
gued that as Mr Schiesser seemed to 
have property interests already he was 
not entitled to take over Neue Heimat, a 
“public benefit” enterprise eligible for 
tax and other financial advantages. 

Is Mr Schiesser a little man with ambi- 
tions several sizes too big? So far, his 
main line of business has been owning 
bakeries, taking over a Berlin company 
his father founded and building it up. 
But he has dabbled in a lot of other 
things, too, from advising on trade with 


BONN 


COMECON to establishing a Berlin bazaar 
to sell oriental goods. The Schiesser 
empire is thought to cover around 20 
enterprises, with an annual turnover of 
around DM300m. That is a far cry from 
the 190,000 dwellings and 500,000 ten- 
ants of Neue Heimat, for which he has 
taken responsibility. 

On becoming the owner of Neue Hei- 
mat, Mr Schiesser appeared at a press 
conference but gave little away. He said 
banks and the government would have to 
help, and that empty flats and vacant 
plots of land should be sold. When 
reporters pressed him for details, Mr 
Schiesser fled (appropriately) through a 
kitchen. 

His chances may not be as slim as they 
look. Neue Heimat became a punch bag 
between trade unions and the centre- 
right government in Bonn. Mr Schiesser 
will probably not have that burden. The 
roughly 150 creditor banks have no inter- 
est in seeing Neue Heimat go bankrupt. 
They were already under pressure from 
an independent adviser, before Mr 
Schiesser took over on October Ist, to 
reschedule the debt and renounce inter- 
est due. They may have little choice now 
but to play along, although some banks 
still argue that the trade unions should 
retain responsibility for Neue Heimat 
even after the sale. 


NeueHeimai 









































assumptions 


The simplest way to judge the 
case for freeish markets is to 
compare the world’s “capitalist” 
economies (such as America, Ja- 
pan, and the countries of West- 
~--ern Europe) with its centrally- 
planned ones (Russia and its 
: allies). The comparison shows 
not just that the market econo- 
“mies have achieved, over a peri- 
‘od, higher living standards, but 
“also that they run much more 
“smoothly. Whereas the Russian 
“shopper spends his time trudging 
from queue to queue, often hav- 
“ing to buy what he wants from an 
illegal black-market trader, the 
American finds amply stocked 
shelves wherever he goes, 

> Evidently, markets are much 
better than bureaucrats at finding 
out what people want, and then 
providing it. Why? Markets, in 
effect, process two kinds of infor- 
mation: first, information about 
what people want; second, infor- 
mation about the economic costs 
of meeting those wants. Then 
they send out signals which guide 
_ producers in deciding what and 
how much to make, and consum- 
ers in deciding what and how 
much to buy. All this happens 
simultaneously for thousands of 
< producers, millions of consum- 
ers, and billions of different 
transactions. j 

Such is the complexity which 
underlies the familiar diagram of 
-demand and supply curves (fig- 
cure 1). That diagram gives pride 
of place to prices. They are the 
_ Signals that guide producers and 
“consumers and ensure that the 
actions of those two groups mesh. 
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Marvellous markets 


Our new series of schools briefs is about markets: how they 
are supposed to work, and how they actually work. This 
article is a theoretical one. It explains why most economists 
think that markets are a good way of organising an econo- 
my. Later briefs will work through a set of case studies, and 
show how the real world can challenge text book 





The demand curve says that the 
quantity of a good demanded will 
fall as it gets dearer, The supply 
curve says that the amount sup- 
plied will rise as it gets dearer. 
There must therefore be a price, 
P in figure 1, at which the 
amounts demanded ‘and supplied 
are equal. 

To understand the signalling 
role of prices, ask what happens 
if the demand for widgets sud- 
denly falls at every price—as it 
might, for example, if a cheaper 
substitute came on to the market. 
This fall in demand is shown in 
figure 2 as a downward shift in 
the demand curve from D1 to 
D2. If the price should stick at 
P1, consumers would demand Qa 
of widgets, less than before, 
while producers would continue 
to supply Q1. There would be an 
excess supply of widgets and, 
before long, a widget mountain. 

If allowed to, the price of wid- 
gets will move to bring supply 
and demand back ‘into: balance. 
Producers will start to offer their 
widgets for less, to avoid unwant- 
ed stocks. As the price falls, con- 
sumers will want more widgets. 
Eventually, at a price of P2 in 
figure 2, demand and supply will 
be back in balance at Q2 widgets. 

A fully competitive market sys- 
tem is, as economists.:are fond of 
saying, “optimal”. Vilfredo Pare- 
to defined the idea’ early this 
century. He showed that, on cer- 
tain assumptions, a free-market 
economy will allocate -resources 
in such an efficient.way that it is 
then impossible to. make some- 
body better off without making 
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- mainly because 


hand of the market has skills that 
go beyond mere technical effi- 
ciency (i¢, avoiding gluts. and 
shortages). Markets also have a 
quasi-ethical. claim to be allowed 
to do their work. 

Since Pareto, economists‘have 
argued about the application of 


the master’s theories. One strand: 


of the debate says that his test for 
optimality-is useless as a guide to 
‘the virtues of markets. The big- 
gest drawback of his rule, critics 
say, is that it regards an increase 
in the average level of welfare 
(however large) as a shift away 
from optimality if even one per- 
son (however trivially) is made 
worse off than before. 

To, cope with this absurdity, 
economists came up with welfare 
criteria that allow for the possibil- 
ity of compensation. For exam- 
ple, a reallocation of resources 
could count as an improvement in 
society’s overall well-being if it 
increased output by so much that 
the gainers could compensate the 
losers, leaving the losers no 
worse off than before, and leav- 
ing themselves better off. 

Another attack on Pareto’s 
praise of markets goes deeper, 
arguing that his conditions for 
optimality are so severe that the 
idea is irrelevant. The most im- 
portant of these conditions is that 
producers should be in perfect 
competition. This, in turn, re- 
quires many buyers and sellers; 
that firms must have free entry 
to, and exit from, the industry; 
and that buyers and sellers have 
full information about the mar- 
ket---both as it is now, and as it 
will be in the future. 


The perfect firm 


Figure 3 shows what these condi- 
tions mean for the pattern of 
costs and revenues facing an indi- 
vidual firm at different levels of 
output: : 

The firm's. costs per unit of 
output are represented by UC 
(for unit costs). The line is U- 
shaped: At low levels of output, 
unit costs are relatively high; 


Figure 3 
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“head costs.are spread overa nar 

“row, base. As output rises, over- 
heads can be spread more widely: 
and, fora time, the firm will 
achieve other economies of large- 
scale production. After a while, 
though, diminishing returns set 
in; the existing factory cannot be 
stretched to ever-higher levels of 
output without forcing costs up. 
Note that costs:are assumed to 
include what economists call 
“normal profits’—the minimum 
amount of profit needed to. keep 
the firm in business: 

The firm’s marginal costs (rep- 
resented by the MC line) tell the 
same story from a slightly. differ- 
ent viewpoint. Marginal costs 
show the change in total costs 
that is caused by an increase of 
one unit in output. Algebraically, 
the MC line must always cut the 
UC line at the lowest point of 
UC. To see why, take a point 
where MC is less than UC. A 
such a point, the increase in tota 
costs, given by MC, is less than’ 
the level of unit costs, given by 
UC—so an increase of one unit of 
output. will lower unit costs. The 
same logic shows that when MC 
is higher than UC, UC must be 
rising. So the curves must cross at: 
UC’s lowest point. ; 

The horizontal line is really 
two lines in one. First, it repre- 
sents average revenue—ie, 
price—at different levels of out- 
put. So the AR line is simply a 
demand curve. It is: horizontal 
because. perfectly competitive 
firms are too small for their out- 
put to have any effect on price in 
the market—they are “price- 
takers”. 

The horizontal line also repre- 
sents the firm’s marginal reve- 
nue—the change in total revenue 
that results from the sale of ene 
extra unit of output. Beca 
price stays constant as the in” 
vidual firm's output. changes, 
marginal revenue is constant.too, 
and equal to price. Hence the” 
MR curve merges with the AR 
curve. (Note that although the 
individual perfectly ‘competitive 
firm. has a horizontal demand 
curve; the industry of which it is, 
by assumption, a tiny part is like- 
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ly to: face a downwar 
demand curve, like the one in 
figure 1.) 

What level of output will the 
firm in figure 3 choose? Assume 
it wants to maximise its profits. 
Provided it can cover its fixed 
costs, the firm will carry on pro- 
ducing more until one extra unit 
of output increases total costs by 
more than it increases total reve- 
nues. In other words, it will pro- 
duce up to, but not beyond, the 
point at which marginal cost 
equals marginal revenue. 

This rule—profits are maxi- 
mised at the point where 
MR=MC-—applies to all firms, 
not only perfectly competitive 
ones. But for the perfectly com- 
petitive firm that point has a 
special virtue. Figure 3 shows 
that the MR=AR curve cuts the 
MC curve at the lowest point of 
UC. So the firm will choose to 
produce at Q, the level of output 

t which. its unit costs are at their 
“minimum. Self-seeking pursuit of 

profit leads it to pick the techni- 

cally efficient level of output. 

To see why perfect competi- 
tion produces that result, sup- 
pose the MR=AR curve cut MC 
at a point further up the MC 
curve—a point such as X in figure 
4. Then profit-maximising would 
lead the firm to produce Qx. Its 
unit costs would be Cx, which is 
less that the price of Px. At that 
point the firm makes “excess” 
profits (over and above its ‘‘nor- 
mal” profits) to the tune of Px 
minus Cx multiplied by Qx—an 
amount represented by the shad- 
ed rectangle. But the firm is no 
longer at the lowest point of its 
UC curve, which means that re- 
sources are not being used as 
efficiently as they could be. 

What happens next calls into 
slay two of the conditions for 

rfect competition: full informa- 
n and free entry to the indus- 
try. If these conditions hold, oth- 
er entrepreneurs. will see that 
higher-than-“normal” profits are 
being made. They will join the 
industry in sufficient numbers to 
push output up and price down. 
That process will continue for as 
long.as there are excess profits to 
be made. The MR=AR curve 
will fall until the shaded rectangle 
is eliminated—ie, until the profit- 
maximising point of MR=MC 
happens at the lowest-—and most 
efficient—point of UC. 

If the MR=AR curve cuts the 
MC curve at a point below. the 
UC curve, then, by a similar line 
of reasoning, the firm is making 
losses—or at any rate less profits 
than it needs in order to stay in 
the industry. Some firms will 
leave, reducing the industry's to- 
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tal output and raising price. The 


Lemons and shirts in Chicago 

Economists interested in microeconomics—the branch of eco- 
nomics concerned with markets—keep on finding, and then 
challenging, assumptions buried so securely in the theory of 
perfect competition that they are easy to overlook. One is the: 
idea that if prices fall far enough, demand will always expand to 
take up the available supply. Another is the notion that a single 


market for any particular good—provided it works well—is all 
that is needed to ensure economic efficiency. Both of these 


assumptions have proved false. 


Professor George Akerlof, of the University of California at 
Berkeley, demolished the first of them in a famous paper called 
“The Market for Lemons”—-not the fruit, but used cars. of 
doubtful quality. This is a troublesome market because of an 
information gap: sellers know whether they are offering a dud 
which will conk out after 30 miles, but buyers do not, 

Because of that information gap, the asking price becomes a 
signal of probable quality, and not just a straightforward means 
of matching demand and supply. If the seller asks too low a 
price, the buyer will assume he is being offered a lemon; the car 
is more affordable, but it is also a riskier buy. If risk rises faster 

- than affordability, the market jams. Apply Mr Akerlof’s idea to 
the labour market, and you get one explanation (among many) 
of why it can be hard for unemployed workers to “price 
themselves into jobs”: employers fear that they may be getting a 
dud if somebody offers to work for less than the going rate. 

The second assumption—that one market per good is 
enough—has been dissected by Professor Frank Hahn of 
Cambridge University, He and other theorists have shown that 
a full set of markets is required for every good. This is because a 
“good” is, in strict economic terms, many different goods: a 
shirt on sale in London today is not the same thing as a shirt on 
sale in Chicago five years from now. 

In fact, a theoretically proper description of a good should 
include not just time and place, but also a description of the 
corresponding “state of nature’-—eg, whether it will be raining 
in Chicago in five years from now. This means that every good is 
really an infinite number of different “goods”. Sophisticated 
financial markets can, in theory, make trading them a bit more 
manageable. Futures contracts, for'example, can handle goods- 
to-be-available-at-different-dates. But Mr Hahn’s main conclu- 
sion stands. The theory of perfect competition requires that a 
price should be quoted for every “good” that might be traded, 


and that is asking the impossible. 


outcome, as before, will be the 
position in figure 3. 

So once a perfectly competitive 
market has reached equilibrium 
(ie, with no firms in the act of 
joining or leaving the industry) it 
is not. just full of. profit-maximis- 
ing firms, it is also producing the 
right level of output at the lowest 
unit cost. That, in a nutshell, is 
the case for free markets. 


So what? 


Markets in the real world some- 
times go wrong. Why? And what 
can governments do about it? 
Consider the main assumptions 
that underlie perfect competi- 
tion: many buyers, many sellers; 
free. entry and = exit; full 
information. 

The: extreme. case of too few 
buyers happens when there is just 
one=-a monopsony.. This can 
drive prices down by restricting 
the quantity it offers to buy. This 





will force the industry to shrink to 
less than its optimal size and 
inflict losses on producers. The 
same sort of inefficiency hap- 
pens, though in a milder form, 
even when the market has many 
buyers, if particular buyers can 
lever prices to their own advan- 
tage. Many real-world markets 
have buyers, or cartels of buyers, 
with enough power to do this. 
Monopolies—sole producers— 
are more common than monop- 
sonies. A monopoly, too, has the 
market power to move prices by 
restricting output to a less-than- 
optimal level. It reaps higher- 
than-“‘normal” profits into the 
bargain. Efficiency can suffer 
even when there are many pro- 
ducers, if each (acting by itself or 
as part of a cartel) retains enough 
power to nudge prices’ higher. 
Economists call this half-way 
point (neither perfect competi- 
tion nor pure monopoly) monop- 
olistic competition. It is the kind 
















































































of competition that goes on in 
most real-world markets. 

If an industry has free entry 
and exit—-another condition for 
perfect competition—economic 
forces can sometimes push mo- | 
nopolistic markets in a more 
competitive direction. Excess 
profits will attract new firms to 
the business. Cartels of produc- 
ers will eventually crack because 
individual members always find it 
in their interests to cheat on their 
fellows, by raising output and © 
taking a bigger share of the avail- 
able profits. If newcomers are 
free to move in, cartels quickly 
become unenforceable. 

But market forces cannot al- 
ways be relied upon to produce 
healthy competition. Some mo- 
nopolies, for example, are virtu- 
ally unavoidable. Suppose a 
firm’s unit costs, instead of start- 
ing to rise as in figures 3 and 4, 
carry on falling—even at levels of 
output that are enough to satisfy . 
the entire market. Market forces 
will cause the firm’s output to 
expand until it becomes the 
whole industry. Faced with such 
“natural” monopolies, govern- 
ments have an awkward choice: 
split them up, forcing the result- 
ing firms to run at inefficiently: 
low levels of output; or let them 
survive, perhaps within a set of, 
regulations that prevents the 
from abusing their market 
power. 

Markets also fail when the pri- 
vate costs and revenues of figures 
3 and 4 do not tally with tru 
economic costs and returns, Fo 
example, motorists pay nothin 
for the costs they inflict on others 
as a result of traffic congestion 
and pollution—no market exists 
to take account of them. As a 
result, a  more-than-optimal 
amount of motoring goes on. 

Governments can try to step in 
by taxing petrol, to bring the” 
private costs of motoring more 
closely into line with the true - 
economic costs. The same rea- 
soning would add a pollution sur- 
charge to electricity prices, to 
take account of the pollution 
emitted by power stations. 

But using the tax system intro« 
duces economic distortions of its 
own-—bigger ones, often, than 
those the government is trying to 
correct. In any event, in practice 
most government interventions 
have little to do with the prob- 
lems of natural monopoly or with 
the gap between private and tru 
economic costs. As the rest of 
this series of briefs will show, 
when markets work badly— 
whether of their own accord 6 
because they have been made 
to—it is nearly always for reaso! 
which are less pure than that... 


s 71 


be offered or sold i ited States of America o 
These Notes having been sold, this announcement ap 


U.S. $150,000,000 


N etLife Funding, Inc. 


( Incerporanes in Delaware 


Awholly-owned ison of | 


Metropolitan : Life Insurance Company 
734% Notes Due 1996 


Credit Suisse First Boston Limited : ee : : ' “Morgan Stanley International 
Banque Bruxelles Lambert S.A. : Banque Nationale de Paris 
Chase Investment Bank TaT Crédit Lyin a 

“Daiwa Europe Limited a : < Dresdner Bank Aktiengesellschaft 
monosgenschamiche Zentralbank AG ` ` Girozentrale und Bank oer dekeereteheiichest Sparkassen 
Goldman Sachs International Corp. nee . Kidder, Peabody International Limited : 
LTCB International Limited Merrill ik Capital Markets 
The Nikko Securities Co., (Europe) Ltd. © Orion Royal Bank Limited 
Salomon Brothers International Limited oe Swiss Bank Corporation International Limited 


Union Bank of Switzerland (Securities) Limited Yamaichi International (Europe) Limited 

















Loan loss provisions 


Net loan losses 
as % of average loans 
outstanding 









Source Company reports 


* First halt 





Unfurl the golden parachutes 
at Bank of America 


Bank of America’s lingering decline has 
hung over the world’s financial system for 
a year and a half. Relief is at last in sight. 
First Interstate Bancorp’s proposed $2.8 
billion merger with its San. Francisco- 
based rival may not go through in any- 
thing like its present form. But Bank of 
America’s board has at last got around to 
thinking about dismissing bosses who 
should have gone long before they report- 
ed America’s second-biggest quarterly 
hanking loss in history. And other bidders 

e drawing near. 

In. 1980, Bank of America was the 
world’s largest in terms of assets. Since 
then it has suffered every banking woe, 
from third-world debt. to energy, farm 
and property loans. It lost $337m in 1985, 
then.$577m in the first half of 1986. Yet 
its solid base in California, America’s 
biggest’ retail market, distinguishes. it 
from Continental Ilinois, the last big 
American bank to get into serious. trou- 
ble. Its primary capital, at 6.14% of assets 
last June 30th, more than meets regula- 
tors’ requirements. Still, with more than 
$4 billion in non-performing loans, bank 
regulators are worried that monsters in 
Bank of America’s supposedly-purged 
portfolio will emerge to imperil the bank 
and those that do business with it. 

Into this opportunity has stepped First 
‘Interstate, a curious. but profitable bank 
that managed to franchise itself across 11 
«state lines before that became U the 
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rage. With assets of almost $50 billion and 
profits of $164m in the first half of 1986, 
First Interstate has thought since March 
about expanding its California base by 
swallowing its bigger rival. The $1.1 bil- 
lion acquisition in February by Wells 
Fargo of Crocker National, creating Cali- 
fornia’s second-largest bank with one- 
fifth of all retail deposits in the state, 
spurred First Interstate’s chairman, Mr 
Joseph Pinola, an ex-footballer, to try a 
tackle almost three times bigger. 

First Interstate clarified the terms of its 
complicated proposal on October 8th. It 
is offering 22% of a First Interstate share, 
plus a participating preferred stock said to 
be worth $6, for each of Bank of Ameri- 
ca’s 154m shares outstanding. 

When Bank of America made the offer 
public on October 6th, the deal represent- 
ed $18 per share, or $2.8 billion, for a 
bank with assets of $117 billion at the end 
of June. First Interstate’s offer is 50% 
higher than Bank of America’s share 
price before the bid broke. But it is still 
way below the bank's declared net value 
of $3.7 billion, and the $25-30 per share 
that its bosses think it is worth. The deal 
would give Bank of America sharehold- 
ers two-fifths of the equity of the com- 


bined bank in exchange for about two- 


thirds of its assets. Bank of America’s 
boatd has not rejected the offer—as it has 
previous ones—but has instead asked its 
investment bank, Salomon Brothers, to 
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get more details. 

The deal will make sense both for Bank 
of America’s shareholders and for bank 
regulators, who must approve the deal, as 
long as it solves two problems. The first is 
quality of management. Mr Sam Arma- | 
cost, who came new to the job of Bank of 
America’s chief executive in 1981, inher- 
ited a bundle of trouble. He and a fast- 
changing team have made progress in 
implementing a five-year business plan, 
cutting costs and jobs, improving man- | 
agement information systems and selling 
fringe assets. But he lost what credibility 
he had in July, when the bank reported a 
$640m second-quarter loss after previous: 
claims that Bank of America’s trouble: 
were behind it. 

The outlook for the third quarter is 
mediocre at best. Loan losses are expect: 
ed to remain high at around $400m. Some 
$100m in exceptional gains on the sale of 
the bank’s Los Angeles headquarters 
building, plus profits on the sale of its car 
leasing subsidiary and other overhead- 
trimming, may help the bank break even 
or take a small after-tax loss. 

Bank of America could realise around. 
$1.5 billion by selling some of its non=. 
essential assets, including Seafirst, its. 
subsidiary in Washington state; Banca. 
d'America Italia, its Italian subsidiary; 
Charles Schwab, its discount broker; and 
various Californian branches. Banca d'A- ` 
merica Italia is already on the block: 
Three Italian banks are believed to be 
negotiating for it. But too many such sales 
would begin to affect the strength of its 
powerful retail-banking base. 

Morale at the bank has deteriorated. 
“Tf our losses are behind us, why are we 
selling our profitable Italian subsidiàry?”, 
asks‘one Bank of America vice-president. 
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The bank’s slowness to replace its chief 
financial officer has not helped. Mr John 
Poelker resigned in August; his succes- 
sor, Mr Frank Newman from Wells Far- 
go, was not named until October. 

Mr Armacost managed to retain the 
confidence of his board in February, 
when the bank was under siege from a 
consortium of institutional investors led 
by Mr Sanford Weill, former president of 
American Express. This seems unlikely 
this time. The board decided in August to 
vote golden parachutes equal to three 
times final salary for Mr Armacost and 
some top executives in the case of a 
hostile takeover. This suggested that 
these executives’ days were numbered. 

Bank of America lacks capital. True, 
its $2.2 billion loan-loss reserves, after a 
$600m addition to them in the second 
quarter, equalled 2.67% of all loans and 
53% of its non-performing ones. That is 
more than the industry average. But with 
$7 billion on the books to Latin American 
borrowers alone, asset quality may con- 
tinue to get worse, running through re- 
serves into capital. Mr Weill reckoned a 


Drexel’s junket 


Drexel Burnham Lambert, Mr Carl 
Icahn’s investment banker, looks like 
earning the biggest profits in Wall Street 
history. According to Mr Fred Joseph, 
Drexel’s boss, the firm has earned $520m 
so far this year after taxes, discretionary 
bonuses and profit shares are deducted. 
This means it had gross earnings of over 
$1 billion for the first nine months of 
1986. More is on the way. Drexel will 
earn over $200m in fees if Mr Icahn uses 
the investment bank, as planned, to raise 
over $6 billion for a takeover of usx. 
Humbling thought for Americans: Ja- 
pan’s Nomura Securities is expected to 
report even larger earnings: about $1.3 
billion post-tax in the year to September 
30 1986. 

Drexel’s success is based on junk 
bonds—poorly-rated corporate debt. 
The market was created by the firm’s Mr 
Michael Milken. Drexel has handled half 
the $23 billion of such bonds issued so far 
this year. From the second league a few 
years back, Drexel has jumped to fourth 
place among investment banks in terms 
of worldwide underwritings of American 
securities, ahead of Goldman Sachs and 
a sliver behind Morgan Stanley, but well 
behind the leaders, Salomon Brothers 
and First Boston. Drexel ranks top in 
initial stock offerings, has moved from 
11th to fourth in arranging mergers, and, 
according to Mr Joseph, is the largest 
dealer in financial futures. 

Drexel’s reputation was founded on 
becoming banker to corporate raiders 
like Mr Icahn, Mr Saul Steinberg and Mr 


$1 billion capital infusion was needed 
earlier this year. Most agree the bank 
really needs more. 

First Interstate has little capital to 
spare. At the end of June, its primary 
capital was a healthy 6.46% of total 
assets. Its loan-loss allowance was just 
$484m, or 1.5% of its total portfolio and 
48% of its $1 billion in non-performing 
loans. But Bank of America’s unquantifi- 
able hidden monsters may exceed First 
Interstate’s resources. 

If First Interstate’s bid falls through, 
other bidders are likely to emerge. The 
response of Security Pacific, the state’s 
third biggest bank is ambiguous. Mr Rich- 
ard Flamson, its chairman, said publicly 
this week that he did not intend to launch 
a rival bid. Privately, Security Pacific 
executives say: “We would not let First 
Interstate get Bank of America.” 

Out-of-state American bank bidders 
are less likely, as California’s recently- 
amended banking law still prohibits inter- 
state mergers for a couple of years. De- 
spite this, federal bank regulators, 
anxious to keep Bank of America’s prob- 
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Ivan Boesky. It has a nightmare, howev- 
er: a junk bond financing could go bad if 
a corporate client takes on too much 
debt. As protection, Drexel carries over 
$700m in net excess capital, “reserve 
firepower to deal with unexpected events 
during a prolonged bear market”, Mr 
Joseph says. Drexel critics, who include 
jealous competitors, are not convinced. 
They fret that the exuberant salesman- 
ship of Mr Milken’s junk-bond group, 
which sits in Beverly Hills in California, 
will backfire. 

Drexel’s staff have an open-ended 
opportunity to make money. Employees 
on the fast track are offered participa- 
tions in Drexel’s financings. More than 
1,000 employees own Drexel shares, 
whose book value (the firm is not listed) 
has risen 74 times in the past six years. A 
fast-expanding staff can spell manage- 
ment problems, so Drexel recently hired 
Mr Joseph Bower and other Harvard 
Business School gurus to run seminars. 

Drexel's ascendancy on Wall Street 
and in corporate America depends to a 
great degree on the flair of Mr Milken, 
whom Mr Joseph eulogises as “probably 
the leading investment banker in the 
world”. To the world at large, Mr Mil- 
ken remains a mysterious character. He 
refused even to be included in Drexel’s 
1985 annual report, and has no interest 
in being a director of the firm. Nor has 
he given any interviews to the press. But, 
without Mr Milken, the entrepreneurs 
wanting to restructure corporate Ameri- 
ca would be minus their banker. 








lems from contaminating the whole bank- 
ing system, have talked with better-capi- 
talised banks elsewhere. Perhaps one of 
the solid money-centre banks, like Mor- 
gan Guaranty, might find California's 
low-cost retail deposits an attractive addi- 
tion to the brokered money it depends on 
in New York and elsewhere. 

Foreign banks could find the purchase 
of all or a part of Bank of America easier, 
though no offer has yet been made. 
Japan’s Dai-Ichi Kangyo, the world’s big- 
gest bank, is interested in expanding in 
California. And insiders do not rule out a 
new non-bank white knight of the Weill 
variety. 


Carl Icahn 
SS a TS ee 


Rolling steel 


Mr Carl Icahn is a man with a mission: 
restructuring deadbeat American indus- 
tries and collecting his own profits along 
the way. The $7.2 billion bid this corpo- 
rate raider announced on October 6th for 
USX, a loss-making steel and oil giant, will 
be as bitterly contested as his assault on 
Trans World Airlines (TWA) a year ago. 
At first sight, the odds on this much larger 
deal coming off seem long. But as the 
share price of USX, known until July as 
United States Steel, rose to $28.13 on 
October 8th, $1.88 above its close on 
October 3rd, speculators looked forward 
to a profitable ride. 

Mr Icahn, who by October 7th had 
already spent more than $650m to buy 
11.4% of Usx’s 257m outstanding shares, 
proposes to pay $31 per share for the rest. 
If the deal is the “friendly merger” he 
suggests—in which USx would merge into 
an Icahn-led company which has yet to be 
formed—Mr Icahn and companies | 
controls would put up $1 billion in ca: 
and USX stock, while Drexel Burnham 
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Good performance 
across the Group 


6 months to 6 months to 12 months to 
30.6.86 30.6.8 G tanandited? 3 12.8 5 
£,000 £,000 £,000 





Profit before taxation 
Profit after tax and minorities 
Earnings per ordinary share 





68,821 
41,525 
36.0p 


34,051 
19,961 
17.8p 


51,191 
335345 
28.0p 





Extract from the interim report ofthe Chairman, Lord Catto: 


These results, which exceed the profit 
forecast made in.connection with the listing 
of the Company's shares on The Stock 
Exchange earlier this year, reflect a high 
contribution from corporate finance activities 
and a. good performance overall from the 
other activities of the Group. The 
contribution from banking and international 
capital market operations was ahead of our 
expectations; in particular, Morgan Grenfell & 
Co. Limited lead managed a significant 
number of new issues during the period in 
the Euro-sterling market. The results of our 
investment management operations were also 
well ahead of budget as were those of our 
overseas subsidiaries. Re 


Considerable progress has been made 
during the period in developing our 
integrated securities business. Full ownership 
of Pinchin Denny & Co. and Pember & Boyle 
was acquired in April 1986, Morgan Grenfell 
Securities having become a member of The 
Stock Exchange in March. Following a 


significant recruitment programme, research 
teams covering the major sectors of the equity 
market are now in place together with an 
experienced sales team. All our securities staff 
are now based in new offices at 20 Finsbury 
Circus in readiness for the commencement of 
dual capacity trading after 27th October. 

In June of this year the Group's capital 
base was increased substantially by the raising 
of £154 million (net of expenses) of new 
equity capital. The capital base was further 
strengthened in August by the issue of $200 
million of primary capital in the form of 
undated floating rate notes and our total 
capital resources now exceed £590 million. 
The consolidated balance sheet includes 
trading balances attributable to our enlarged 
securities business. 


The Board continues to have confidence 
in the outcome for 1986 as a whole and has 


_ approved the payment of an interim dividend 


of 3.5p per share payable on 21st November 
to holders of record on.2 3rd October, 1986. 


MORGAN 
GRENFELL 


GROUP PLC 


23 Great Winchester Street, London EC2P 2AX 








Burroughs Corporation 





has acquired 





Sperry Corporation 





The undersigned acted as fi nancial advisor to 
Burroughs Corporation in this transaction. 
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Burroughs Corporation 


has acquired 










Sper 


We acted as financial advisor to Burroughs Corporation in this transaction: 


James | D. Wolfensohn 


‘Metered 





e September, 1986 


‘Lambert, an investment bank, would find 
the rest by selling debt and equity. If, as is 
more likely, it turns.into a contested 

takeover bid, the Icahn group would field 
$1.6 billion. 

Wall Street thinks Mr Icahn can raise 
the money. Mr Icahn and his groups hold 
68.3% of Twa, which is expected to have 
$1 billion in cash by the end of 1986, 
mainly from borrowings and sales of 





assets. And ACF Industries, the favourite 
vehicle for Mr Icahn’s sorties into the 
stockmarket, had more than $470m in 
cash and marketable securities at the end 
of June. 

Although usx is miles bigger than 
Drexel’s last big deal, in which the firm 
raised $2.5 billion for Beatrice Foods, the 
appetite < of investors for leveraged 
buyouts has increased sharply. These are 





takeovers partly financed by debt, which 
is repaid by selling some of the victim’s 
under-performing assets. 

Lacklustre usx has certainly been. 
Poorly-timed: diversification into oil in 
1982 and early 1986 left the company with 
some $6.4 billion in long-term debt and 
increased its commitment to energy just 
as oil prices joined steel’s in the base- 
ment. USX made a net profit of only 


Japan’s rigid short-term money 


Liberalisation of Japan’s financial markets is proceeding 
plan. Snag: the plan only goes ha 
snag: there is no sign of a new pla 


financial establishment seems ever. 


according to 


Ifway and runs out next year. Bigger 
n to replace it. Biggest snag: Japan’s 
less keen on going the whole way. The 


gaps are greatest in the short-term money markets 


The timetable for the step-by-step liber- 
alisation of Japan’s money markets is the 
“action programme” set down by Japan 
in a deal between officials from Japan’s 
Ministry of Finance and America’s Trea- 
sury in 1984. Its main thrust is the 
deregulation of interest rates by progres- 
sively lowering the ceilings set for inter- 
est rates on deposits at Japanese banks. 
The Japanese also promised to introduce 
new money-market instruments. 

The Japanese authorities have hither- 
to stuck to the action programme to the 
letter, Occasionally, indeed, they have 
added extra liberalising things such as 
letting foreign firms into six Tokyo 
stockmarket seats in late 1985. Now the 
Americans fear that the Japanese com- 
mitment to the spirit of the programme is 
wilting. Mr Donald Mulford, the assis- 
tant American treasury secretary, talked 
after a governmental meeting on Sep- 
tember 12th about a “loss of momentum 
for further progress”. 

The next phase of liberalisation in 
Japan would mean upsetting powerful 
domestic vested interests, ranging from 
the taxman, through the post office, to 
small banks. The lobby for liberalisation 
within the Ministry of Finance lacks 
either the weapons or the stomach for 
ever-harder political fights. “We've cut 
the flesh, now we’ve reached the bone,” 
says one official, with no great relish. 

Japanese officials point to what they 
see as rapid progress so far; and, by 
Japanese standards, it really is. Japan 
has removed interest-rate restrictions on 
time deposits of Y100,000 and bigger; it 
has progressively reduced the denomina- 
tions and maturities of certificates of 
deposits and moniey-market certificates; 
it has introduced new instruments such 
as. yen bankers acceptances, unsecured 
call deposits and (a few) Japanese. gov- 
ernment bonds of less than six months 
maturity. The chart-shows how the short- 
term. money market, including. latge- 
denomination time. deposits, has more 
than doubled in size in Japan since the 
‘end of 1983. i 


Welcome though the changes are, ri- 
gidities remain in short-term money mar- 
kets. Bureaucrats, not markets, still set 
the interest rates on 80% of deposits. In 
the short-term markets, certificates of 
deposit and gensaki (similar to Ameri- 
ca’s bond repurchase agreements) are 
the only instruments whose rates really 
are set by supply and demand. Japan has 
no interbank market—at least not a 
market for overnight money that other 
countries would recognise as such. 

What Japan calls “interbank” are the 
bill discount and call markets. Here 
interest rates are still set by nods and 
whispers between the central bank 
(which is keen on this means of mone- 
tary control), the six authorised money 
market dealers, and Norin Chukin (the 
farmers’ central bank which supplies 
more than a third of the funds in the call 
market). 

The treasury-bill market is more of a 
market in form, but lacks volume be- 
cause of the infrequency of issues. The 
finance ministry issues mainly long-term 
bonds, on which interest rates do move 
freely. It is loth to issue short-term bonds 
because they might promote the spread 
of market interest rates (by competing 
with deposits). The market is entangled 
with tax restrictions that make it unat- 
tractive to foreign and other investors. 
As such, it cannot act as a benchmark for 
rates in other markets. 

This would make it difficult for a 
commercial-paper market to develop— 
but none exists anyway. Talk of plans for 
such a market has continued for years, 
but it is not really wanted by commercial 
banks. They fear it would compete with 
their short-term loans. Banks can al- 
ready see their biggest corporate custom- 
ers defecting to issue bonds in the Euro- 
markets rather than borrowing in Japan. 
Ministry of Finance officials admit the 
ministry has backed off from setting up a 
commercial paper market. It would 
spark off such an unJapanese row. 

Beyond the general reluctance of the 
central bank and some parts of the 


Japan's short-term money market, 
amount outstanding 
| Open market 
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government 
bond 
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Ministry of Finance to relinquish control 
over banking markets, there are three 
broad obstacles to further liberalisation. 
First, the fear that small banks will go to 
the wall as thẹ cost of banks’ funding 
rises—-which it will do if deposit rates are 
freed. It is Japan’s proud boast that no 
bank has gone bust since the second 
world war. While small banks worry 
about competition from bigger brethren, 
big banks worry about competition from 
securities houses—so neither wants to 
hasten banking liberalisation. 

Second, the conservatism of the postal 
savings bank, which has 30% of all 
personal savings accounts in Japan 
thanks to its tax-free accounts for small 
investors. In return, it provides the Japa- 
nese government with cheap money. The 
Ministry of Posts and Telecommunica- 
tions, which runs the postal bank, is loth 
to let its inefficient charge be pitched 
into an interest rate free-for-all—unless 
the Ministry of Finance will offer it 
counter-concessions, such as permission 
to sell money-market certificates. Nego- 
tiations between the two ministries are 
now under way. 

Third, resistance by the tax bureau. to 
attempts to chip away at its efficient way 
of collecting tax through withholding. 
That tax, of 20% to most foreign inves- 
tors; prevents treasury bills from looking 
attractive, and even hampers trading of 
long-term government bonds. Fighting 
goes on. ° 
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FINANCE ! 
Carl’s career 
company bid 
1986 USX ds $650m on 11.4% 
stake and offers to acquire 
the rest at $31 per share 
1985 Trans World bought $300m worth of 
Airlines stock at first: now owns 
68.3% with acr Industries 
1985 Phillips made $50m through stock 
Petroleum buy-back by Phillips and 
called off $8 billion bid 
1985 Uniroyal made $5.9m by agreeing to 
suspend litigation when 
company was bought by 
Clayton & Dubilier 
1984 Chesebrough- bought out for $160m and 
Pond's sold an acr unit to the com- 
pany for $95m 
1984 ACF Industries bought for about $405m and 
reorganised ‘nto vehicle for 
acquiring other companies. 
1983 Gulf + made $19m on a$71m 
Western investment 
1982 Dan River made $8.5m through stock 
buy-back on $14m invest- 
ment when company went 
private in leveraged buyout 
1982 Marshall Field made $33m when lost bid to 
satus the American subsid- 
iary of B.A.T Industries 
1981 Hammermill made $31m through stock 
Paper buy-back after losing a 
proxy battle 





$409m on sales of $19 billion in 1985, and 
lost $235m on sales of $8.8 billion in the 
first half of 1986. Since August, a steel- 
workers’ stoppage has cost the company 
$100m a month. 

On September 22nd, usx’s chairman, 
Mr David Roderick, said two investment 
banks, First Boston and Goldman Sachs, 
had been asked to suggest a restructuring 
plan within 30 days to improve Usx’s 
value to shareholders (by, for instance, 
flogging assets or borrowing money to 
buy back stock). Fine, said Mr Icahn in a 
letter to USX’s bosses enclosed in a filing 
to the Securities and Exchange Commis- 
sion. But if the plan does not look likely 
to boost the share price to at least $31, Mr 
Roderick must put the Icahn alternative 
to a shareholder vote, too. 

The steelmaker appears to be badly 
placed to beat the bid. Its assets are 
recorded as being worth only around $31- 
36 a share. Its chemicals business, already 
up for sale, may fetch $250-300m, or 
about $1 per share. Its oil business could 
be bought for $20-23 per share at today’s 
low oil prices; the steel operations—if 
sold without an unfavourable labour 
agreement—$5-7; and other bits and 
pieces another $5 per share or so, 

Mr Icahn has built two loopholes into 
his bid: he*can withdraw it if the invest- 
ment bankers’ restructuring looks good 
or if USx’s books look bad. Meanwhile, 
his play is minting money. Each $1 in- 
crease in USx’s share price earns him 
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$25m-30m; the stock is trading some $6 
over the average price at which he bought 
25m shares. So is the bid just a try-on to 
force a faster restructuring and turn a 
quick buck? 

Perhaps not, for Mr Icahn has become 
less a corporate swashbuckler these days 
than a captain of industry (see table). As 
its chairman, he has turned TWA around, 
at least temporarily. The airline will re- 
port a profit of around $70m for the three 
months to September 30th, he says, and 
will make money even in the normally- 
poor fourth quarter. This has come main- 
ly through cutting annual operating costs 
by $600m—some $350m-400m of it in 
labour costs. He wants to do the same 
thing on a bigger scale at usx. Whether 
the bid goes through or not, one thing is 
certain: USx is in for drastic changes. 


Listing shares abroad 
No free lunch 


Multinational companies, from drugs 
groups to banks, have come to believe 
that a key to success in a foreign market is 
to give investors there a stake in that 
success. Even in today’s more interna- 
tional financial markets, some investors 
still find it hard to buy shares in ex- 
changes away from home. About a third 
of American institutional investors are 
prohibited by their rules from doing so. 
This helps explain why more companies 
are seeking listings on foreign exchanges. 

SmithKline Beckman, an American 
drugs company, recently obtained a list- 
ing on the Tokyo and London stock 
exchanges. Britain's Barclays Bank has 
got a listing in New York. National West- 
minster and British Gas are expected 
shortly to follow Barclays. Cable and 


CN 5! 
$10 of Glaxo, please 


Wireless, the British telecommunications 
group, is seeking listings in Basle, Frank- 
furt, Geneva, Hongkong and Zurich. 

The NYSE wants to relax listing rules to 
attract more foreign business, It has sug- 
gested that foreign companies be gov- 
erned by some of the rules of their own 
domestic stock exchange to cut down on 
paperwork—for example, it wishes that 
foreign companies listed in New York 
were no longer required to submit quar- 
terly reports. Much here will depend on 
the attitude of the Securities and Ex- 
change Commission in Washington. 

Multinationals offer a variety of rea- 
sons for wanting more foreign sharehold- 
ers. It helps make them more visible in 
foreign parts, and makes it easier for 
them to make acquisitions through share 
swaps. It is trendy for banks to want their 
shares to be part of the 24-hour trading 
system that is emerging. 

In theory, a larger number of share- 
holders should also make a company’ 
share price less volatile and help bring a 
more accurate valuation of the business. 
In practice, it often doesn’t. Some foreign 
companies listed on the NYSE have found 
that share prices have become more vola- 
tile because of that market's greater trad- 
ing activity. Though Americans own only 
20% of Glaxo, a British drugs group, over 
half its trading volume now takes place on 
NASDAQ, America’s electronic over-the- 
counter market. The same goes for ICI. 
Only about 15% of the British chemical 
giant is American owned, but 50-60% of 
trading volume is conducted via the NYSE, 
even though ICI is already the most heavi- 
ly traded stock in London. 

For Glaxo the greater volatility has not 
mattered much. Drug companies are in 
favour in the United States. ICI has reason 
to feel crosser. When ICI shares were first 
traded on Wall Street in November 1983, 
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‘the company was sold as an. exciting 
recession-proof drugs group. When the 

excitement blew over, ICI shares dropped. 
They are consistently valued lower than 
boring American commodity-chemical 
outfits. A desire to improve its image on 
Wall Street may help explain Ict’s recent 
separation of its bulk chemicals business- 
es from its drugs and specialty chemicals 
ones. 

After listing, a large part of executive 
time can be taken up in visiting overseas 
investors. Members of Icr’s small board 
visit America at least 10 times a year for 
roadshows or financial presentations. The 
president of SmithKline Beckman says 
the recent listings have meant that one 
out of every five of his trips is taken up 
meeting overseas investors. That is one 
reason why BOC, a British industrial gases 
group, is chary about seeking a listing on 
the NYSE. 


Dsis 
Quis custodiet? 


The ultimate lawmaker in the post-Big 
Bang City, the Securities and Investments 
Board (SIB), is under pressure to publish a 
code of conduct on share-dealing for its 
staff before it begins policing London’s 
financial’ markets next year. Eyebrows 





were raised when it was revealed that a 
dozen or so people among the siB’s 75 
staff had applied for shares in Trustee 
Savings Bank, the £1.5 billion stockmar- 
ket raffle which assured those allotted 
shares an instant profit. 

The sip first said that the TSB share 
applications did not represent any conflict 
of interest because the board would not 
be up and running until 1987—and then 
that anyway it already had a code of 
conduct for share dealing. It is true that 
an unpublished set of rules exists for 
employees of the siB, but they are limited 
in scope and at present do not formally 
apply to board members. Employees are 
free to deal in all shares, except those of 
companies that will be authorised either 
by the sip or the five self-regulatory 
bodies answerable to it. Staff must inform 
the sip’s chief executive, Mr Roy Croft, 
only after they have dealt. 

` These rules are much looser than those 
at America’s Securities and Exchange 
Commission (SEC). The SIB does not re- 
quire prior notice of dealing to be given in 
writing, or that shares must be bought as 
a long-term investment—an omission that 
leaves the way open for speculative trad- 
ing. Nor has the siB forbidden its mem- 
bers to dabble in riskier investments like 
futures, which the sec forbids for its staff. 
Involvement in these markets, says Mr 
John Shad, the sEc’s chairman, might 


Rudloff, the hard-nosed marketeer 


In the Euromarkets, personalities mat- . 


ter. This is because the best people put 
together profitable deals and attract oth- 
er good people to work with them. Take, 
for instance, the most. famous character 
in the Euromarkets: Mr Hans-Joerg 
Rudloff, deputy-chairman of Credit 
Suisse First Boston (CSFB). A German 
who sees himself as Swiss, Mr Rudloff 
“has just become a general manager. of 
Crédit Suisse, a Swiss bank which, to- 
gether with an American investment 
bank, First Boston, owns CSFB. 

Since Mr Rudloff took over the capi- 
tal-markets business of CSFB six years 
ago, the bank has kept ahead of its rivals 
in both profitability and. market share. 
Its net profit this year is expected to be 
significantly higher than last. year’s 
SFr188m_ ($76m) and it has lead-man- 
aged 12% of new issues in the Eurobond 
market so far in 1986. 

Mr Rudloff thrives-on risk. In 1977, he 
invented the “bought deal” in Euro- 
bonds, in which a bank agrees on a fixed 
price with a borrower for a new issue. In 
doing so, the bank incurs the risk that 
interest rates, and thus prices, will move 
adversely before the bonds can be sold. 
The technique has transformed the Eu- 

~ “yobond market by causing it to become 
«dominated by the few banks big and bold 





enough to take such risks. Often, inter- 
est rates move against the underwriting 
bank. Several times a year CSFB loses 
$1m or more on an issue, but even Mr 
Rudloff’s critics—and he has quite a 
few—concede he reads the markets cor- 
rectly more often than not. 

When Mr Rudloff arrived at CSFB in 
1980, his alleged empire-building in the 
capital-markets area and his occasionally 
electrical temperament produced a tense 
atmosphere. Like the composer, Rich- 


` ard Wagner, Mr Rudloff tends to inspire 


strongly contrasting emotions. In 1984, 
the last group of colleagues that seriously 
resisted his authority quit and joined 
Merrill Lynch. 

Since then, Mr Rudloff has hired some 
of the most talented people in the Euro- 
markets and filled the bank with people 
he likes. Rivals put much of CSFB’s 
success down to the quality of its calling 
officers—the men who visit borrowers 
and sell them deals. CSFB today operates 
smoothly, with 24 executive directors 
(each has an equity stake) running the 
capital-markets business like a partner- 
ship—but under Mr Rudloff. Fear of Mr 
Rudloff’s ire is said to inspire partners to 
demonic hard work. 

Mr Rudloff can turn on the charm. He 
is a master at getting other banks to do 











land employees in financial trouble and 
encourage them to break the rules to 
make up losses. 

For the top brass at the $18, no dealing 
rules exist at all, although some are being 
hurriedly drafted for discussion at the 
next board meeting. Many in the City feel 
these rules should be stricter than those 
for employees. Mr Shad told The Econo- 
mist this week that when he was appoint- 
ed he sold all his investments and put his 
cash in two blind trusts (ie, administered 
by brokers who do not tell Mr Shad what 
they invest his money in). Other commis- 
sioners can deal in certain markets but 
must report their transactions within five 
days to a central register, which is avail- 
able to the public. Along with senior 
officials, they must also file an annual 
financial statement, detailing all deals. 
This, too, is open to public scrutiny. 

Sir Kenneth Berrill, the chairman of 
the siB, does not necessarily have to 
follow the lead of Mr Shad to quieten the 
board’s critics. Most would be satisfied if 
he and his fellow members and senior 
officials at the board did one of two 
things: either maintain a central register 
of dealings by board members open to 
public inspection or put their investments 
into a blind or a discretionary trust. All 
such dealings could be published annually 
in the board’s report. 

There is, of course, nothing instrinsi- 


things for him. For example, if CSFB finds 
it is lead-managing a loss-making deal, 
Mr Rudloff will ask his opposite num- 
bers at other banks to join the bond issue 
as co-managers and help shoulder the 
losses. They usually do, because they 
know Mr Rudloff. remembers a favour, 
The next time CsFB is running the books 
on a profitable Euro-equity deal, he will 
hand a slice to those who helped out. 

Mr Rudloff now leaves most deals to 
his subordinates, and focuses on more 
strategic matters. In 1985, for example, 
he saw that the Euro-equity market was 
about to take off and pushed CsFB to 
become the leading new issue house for 
international equities. And he guessed, 
correctly, that West Germany was about 
to liberalise its capital markets.and allow 
foreign banks to arrange .D-mark issues. 
So he engineered the purchase by CSFB 
and. Crédit Suisse of Effectenbank in 
Frankfurt, which has since become a 
force in the West German market. 

His next worry is about how CSFB and 
its parents work together—or do not. 
Each bit pursues its own strategy and 
profits. Now that companies want invest- 
ment banks to do transactions consisting 
of bond issues and swaps in several 
different markets, Mr Rudloff*believes 
that the group can remain competitive 
only if its members, and their overseas 
offices, integrate more closely. That_is 
his next task. p 
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cally wrong with either the board or 
employees of the siB dealing in certain 
markets and particular shares. But it 
would be wise if they follow published 
guidelines. What is plain is that the siB 


cannot afford to create even the impres- 
sion of any conflict of interest. Like the 
SEC, Britain’s financial regulators have to 
be above suspicion if they are to be 
effective policemen. 


Midland Bank/Samuel Montagu 
Sir Kit and his investment banking 


round table 


Midland Bank, the smallest and weakest of London’s four big clearing 
ie, commercial) banks, is emulating America’s Bankers Trust, Morgan 

uaranty and Citicorp. They are trying—as far as America’s Glass- 
Steagall Act allows—to marry their investment bankers, corporate 


lenders and treasurers. Will 


Midland’s recently installed chief execu- 
tive, Sir Christopher (Kit) McMahon, is 
dancing to two tunes. One is securitisa- 
tion—the replacement of bank loans by 
tradable instruments—which has eroded 
the boundaries between commercial and 
investment banking. The other is Lon- 
don’s Big Bang on October 27th, which is 
bringing banks into the gilts and equities 
markets. These changes are giving Mid- 
land the chance—and the need—to break 
out of its retail banking tradition. 

Leading companies are nowadays as 
likely to want to issue commercial paper 
and swap the proceeds into yen as they 
are to borrow a straightforward loan. But 
Midland’s marketing men have been un- 
able to offer capital-market transac- 
tions—one reason the bank has lost busi- 
ness with multinational companies. 

Sir Kit is determined to change this, 
and to ensure the bank’s marketeers can 
offer products from Samuel Montagu, 
Midland’s merchant bank, and W. 
Greenwell, the gilts and equity broker it 
bought in 1984. To achieve the change, he 
has moved Mr David Potter from Samuel 
Montagu into Midland as head of corpo- 
rate banking. This appointment of a for- 
mer Eurobond trader, who at 42 is a 
grand old man by Euromarket standards, 
has shocked some of Midland’s stuffier 
commercial bankers. 

Next, Midland's new office at Billings- 
gate will house the entire investment 
banking division: forex traders from the 
bank’s treasury (the division that raises 
funds and manages the bank's cash); 
corporate financiers and bullion and Eu- 
robond dealers from Samuel Montagu; 
and the gilts and equity business from 
Greenwell. 

Mr Ernst Brutsche, the West German 
who runs fhe combined division, is in 
confident mood. Noting that money-mar- 
ket products such as certificates of deposit 
and eommercial paper are converging 
with capital-market products, he boasts 
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this work for Midland, and its merchant 
bank subsidiary, Samuel Montagu? 


that Midland will gain an edge by bringing 
together all these and the people who 
trade them. For example, Samuel Monta- 
gu might arrange a Eurobond issue linked 
to a swap; the treasury would take one 
side of the swap and hedge the risk in the 
futures markets. 

The other three big clearing banks— 
Barclays, Lloyds and NatWest—remain 
sceptical that integration would work. 
Their investment banking subsidiaries 
have treasuries independent of the par- 
ents’. They claim that what matters is 
getting the parts of a group to collabo- 
rate, and want their merchant banks to 
develop their own identity. 

To treat investment banking as just 
another division, as Midland plans, is 
risky. Big decisions in Samuel Montagu 


are made by the parent rather than by the * 


merchant bank’s own professionals. The 
associated risk is that the brightest and 
best investment bankers will not want to 
work for such a dependent entity. And 
Midland has a difficult trick to pull off in 
rejigging its career and pay structures to 
give its investment bankers market rates 
without provoking jealousy among its 
commercial bankers. 

Under the leadership of Mr Staffan 
Gadd, a flamboyant Swede, Samuel 
Montagu was until a few years ago the 
most independent of the clearers’ mer- 
chant banks, Merchant bankers think 
they need independence to prevent retail- 
banking bureaucracy from stifling their 
deal-making creativity. Mr Gadd left in 
1984 because Midland decided to exert 
closer control over Montagu. This was 
largely because of the mess at Crocker 
National, Midland’s Californian subsid- 
iary. Having allowed that bank too long a 
leash, Midland was anxious not to make 
similar mistakes with other subsidiaries. 

Anyway, the capital backing of a large 
organisation is an increasingly essential 
asset to a merchant bank, which has to 
underwrite ever-larger capital issues. For 
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example, when it recently arranged a 
£500m ($725m) floating-rate note issue 
for the Abbey National Building Society, 
Samuel Montagu took a position of 
£350m itself. Capital can be deployed 
more economically throughout a bank 
with a single treasury and a single balance 
sheet. This matters for Midland: with £1.9 
billion of equity, it has less than the other 
clearers and cannot easily raise more 
because its reputation has not yet recov- 
ered from its troubles at Crocker and with 
Latin American loans. 

Samuel Montagu has recovered some 
of the vigour it lost after Mr Gadd quit, 
but it is still weaker than its peers— 
another reason to make a virtue out of 
integration. Net profits in 1985 (seen as a 
good year) reached £15m. Yet its rivals, 
S. G. Warburg, Morgan Grenfell and 
Kleinwort Benson earned more than 
£40m each. Montagu wants to be a global 
investment bank, but it has little business gg 
in North America, apart from a primary 





Bold Sir Kit 


dealer in Treasury bonds, and it lack: 
securities licence in Tokyo. 

The purchase of full control of Green- 
well this year gave Midland a strong 
position in gilts, but morale on the equity 
side needs strengthening. In the two sec- 
tors where Greenwell’s research and sales 
are top-rated—financial shares and chem- 
icals-pharmaceuticals—key staff have de- 
fected. They complained of Midland’s 
bureaucracy and of relatively low pay. 
One estimate puts Greenwell’s share of 
the equity market at 24% this year, com- 
pared with 4% in 1985. 

It is brave for a British clearer to try to 
emulate a blue-blooded New York bank 
like Morgan Guaranty. Says the chairman 
of a rival bank: “If anyone can make such 
a bold strategy work, it’s Sir Kit. But if 
the effort to link merchant banking with 
the treasury and corporate lending fails, 
Midland will be a takeover target.” 
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SCIENCE AND TECHNOLOGY 





The cancer drug that helps you 


to help yourself 


CAMBRIDGE, MASSACHUSETTS 


The human immune system is a machine of astonishing complexity. 
Immunologists have to revise their ideas in the light of every new 


discovery 


. Here are two that are even more surprising than most: a drug 


to revive the immune system and a vaccine that works in a peculiar way 


There are two ways of treating cancer. 
One is to kill tumours with chemicals, 
radiation and surgery. The other is to 
boost the body’s natural tumour-killing 
mechanisms. A new human gene, whose 
discovery was announced this week, 
could bridge the gap. 

Genetic engineers have already found 
several genes whose products show prom- 
ise against cancer: the interferons and 
tumour-necrosis factor, which work by 
poisoning tumour cells. Both have draw- 
backs. At useful doses, they have toxic 
side-effects; at safe doses, they do not 
work reliably. 

Another group of natural chemicals do 
not poison cells but encourage them. 
Interleukin-2 is the best known. It is a 
protein that T cells release to turn other T 
cells on. The medical profession hoped it 
would pep up an immune response to 
cancer, but it has proved disappointing. 

The only success with interleukin-2 has 
been Dr Steven Rosenberg’s work at 

merica’s National Cancer Institute, in 

hich the substance was used to stimulate 
a particular kind of cell distilled from 
patients’ blood and returned to it. In 
September, he announced the discovery 
of another kind of cell that responds 50- 
100 times better to the stimulation. But 
Dr Rosenberg has not avoided the side- 
effects of interleukin-2 and his distillation 
method is impractical. 

Biotechnologists are undaunted. They 
have come up with a new kind of weapon, 
called the colony stimulating factor. In 
bone marrow, the body’s blood factory, 
cells divide and multiply and their 
“daughters” turn into the various kinds of 
cell found in blood: red cells to carry 
oxygen, white cells of many kinds to fight 
disease. This diversification is controlled 
by a number of small proteins that prefer- 
entially favour the growth of certain types 
of daughter cell. These are colony stimu- 
lating factors. 
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Erythropoietin, for example, favours 
red cells. It is therefore valuable in com- 
bating anaemia. But there are several 
more of these colony stimulating factors. 
Genetics Institute, a Harvard-spawned 
company that has grown in five years into 
the third largest genetic engineering firm, 
has found two that look especially prom- 
ising as drugs. 

The company used a new technique 
developed by its Dr Steve Clark to find 
the genes for these proteins, a method 
that promises to provide a short-cut 
through much of the hard work in genetic 
engineering: “cloning by expression”. 
Researchers took millions of fragments of 
DNA from genes they knew were switched 
on in human T cells and engineered them 
into 100,000 colonies of bacteria. They 
could then select those that seemed best 
at stimulating particular kinds of cells in 
the laboratory. 

One of the fragments turned out to be 
the gene for a protein called GM-CSF that 
stimulates red cells and two significant 
kinds of white blood cell, granulocytes 
and monocytes. Having cloned it, Genet- 
ics Institute licensed it to Sandoz, the 
Swiss pharmaceutical multinational that 


Giving up its secrets 





is its partner in the development of the 
drug for clinical trials. But first, it was 
tried out on monkeys. 

It produced a seven-fold increase in the 
number of white cells in a monkey and 
caused a fast recovery of the white-cell 
level in a monkey whose immune system 
had been suppressed almost to extinction 
by a virus (white cells are the main 
components of the immune system). 
When the monkey was taken off the drug, 
its immune system collapsed again and it 
died. Since then, Sandoz has begun a 
clinical trial on AIDS patients. 

Dr Bob Kamen, Genetics Institute’s 
vice president of research, thinks GM-CSF 
will be most useful in cancer treatment. 
Drugs and radiation work, when they 
work at all, by killing cancer cells slightly 
faster than normal cells. They do this by 
preferentially killing cells that are divid- 
ing fast, a characteristic of tumour cells. 
But cells divide fast in bone marrow as 
well. So one trick that doctors are trying 
is to take a sample of bone marrow from a 
cancer patient, treat him, and then return 
the marrow by a transplant. 

Such transplants work well, but they 
are slow and costly. They could be helped 
by drugs that assist the reconstitution of 
the bone marrow. GM-CSF is one such 
drug. On monkeys treated by irradiation, 
it caused the immune system to recover in 
14 days instead of 30. It also allows even 
higher doses of radiation to be used. If 
only they can get to slightly higher doses, 
doctors believe, their cocktails can wipe 
out tumours. 

But GM-CSF stimulates only red cells 
and two kinds of white cells. It does not 
stimulate the really important white cells, 
the T and B cells. To do that, it is neces- 
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sary to affect younger precursors, before 
the T and B cell lines have split off the 
main stem—like going farther back down 
the trunk of a tree to affect all the 
branches. Scientists had reason to believe 
that a protein with such an effect exists, 
because it is found in mice (and called, 
confusingly, interleukin-3). But search 
after search failed to turn it up in humans. 

Then at Genetics Institute a few 
months ago, Dr Clark and Dr Yu-Chung 
Yang, using the same trick of cloning by 
expression as had worked with GM-CSF, 
found another protein in gibbon (ape) 
cells that stimulated early precursor cells. 
The gene was sent to the sequencing 
laboratory, which read its DNA sequence 
and, as a matter of routine, fed it into the 
computer to compare it with all the genes 
then known about. The computer decid- 
ed it was remarkably similar to the mouse 
interleukin-3. 

There is little doubt that Genetics Insti- 
tute has found human interleukin-3 (it 
was easy once the gibbon gene was 
known). Its researchers do not know what 
it can do to cure disease yet—and know 
nothing of its possible side-effects. But Dr 
Kamen reckons that if it lives up to its 
laboratory promise (as GM-CSF has done), 
it could be a discovery to compare with 
penicillin. It could then be used to boost 
the immune system in AIDs patients and 
to restore the immune system of irradiat- 
ed and chemically treated cancer pa- 
tients, allowing higher doses and cheaper 
treatment. 

That, says Dr Kamen, is a more realis- 
tic aim for biotechnology than looking for 
a magic bullet among the interferons. The 
two substances, with help from interleu- 
kin-2, might prove so effective that the 
bone marrow transplant can be missed 
out altogether. In that case, the small 
remnant of the immune system that had 
survived the chemotherapy or radiation 
would, with help from the colony stimu- 
lating factors, give rebirth to a full im- 
mune system. 





Model-T vaccines 


Conventional vaccines promote resis- 
tance to disease by engaging the body’s 
immune system in a phoney war. They 
imitate the disease itself—indeed, they 
usually are real germs, “attenuated” by 
infection into other animals to reduce 
their virulence. 

They work by inducing the immune 
system’s B cells to produce antibodies, 
which swamp the germ when it infects 
again. But in some germs, such as influen- 
za, the proteins recognised by antibodies 
keep changing, thereby enabling the virus 
to evade immune attack. Some scientists 
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say research has focused too closely on 
the B cells. They think vaccines can work 
against influenza by priming the other 
branch of the immune system as well: the 
T cells. 

It is already evident that antibodies are 
not the only weapons that combat viral 
disease. Consider the way children defi- 
cient in gammaglobulin, and so unable to 
make antibodies, recover from viral dis- 
eases like measles and ‘flu. An explana- 
tion for this was first sought by Dr Ita 
Askonas at the National Institute for 
Medical Research (NIMR) at Mill Hill in 
London. The team demonstrated in the 
laboratory the existence of “killer T cells” 
that work against a broader range of 
influenza viruses than antibodies do. 

A team led by Dr Andrew McMichael 
of the John Radcliffe Hospital in Oxford 
showed that this was true in the body as 
well as the laboratory. In a 1983 trial, 63 
volunteers were infected with mild strains 
of influenza. All those who made a good 
recovery had high levels of killer T cell 
activity. 

Killer T cells are known to break up the 
cells they attack and also to produce 
gamma interferon, an anti-viral chemical. 
Science has long recognised their crucial 
role in combating diseases like cancer. 
But the suggestion that they formed a 
second line of defence against viruses is 
new. It implies that a completely new 
type of vaccine might eventually be devel- 
oped to prompt killer T cells to attack 
those cells infected by viruses. First, 
though, researchers must learn how the 
virus triggers the T cell response. 

For the past two years, scientists at the 
John Radcliffe Hospital and NIMR have 
been trying to discover how killer T 
cells—and the “helper” T cells that stimu- 
late them—are activated by influenza 
viruses. They chose ‘flu because it can 
evade the body's antibodies by changing 
its outer coat and so making itself 
unrecognisable. 

Their findings? It seems that, just as B 
cells are triggered to produce lots of 
antibodies by a specific piece of protein 
on the infectious agent, so T cells are 
activated by a “marker” that identifies 
the infectious agent. In ‘flu, one marker is 
a viral protein called the nucleoprotein, 
which is found in the viral core and is 
therefore hard for the immune system to 
spot. A clue to how to recognise nucleo- 
protein came from studies of helper T 
cells. The cells could not identify many 
proteins until they were fragmented. 

Dr Alain Townsend of the John Rad- 
cliffe Hospital has found that—when they 
are present on the surface of virally 
infected cells—similar ‘flu protein frag- 
ments can be recognised by killer T cells. 
He thinks that these fragments are pro- 
duced after the virus infects cells. 


Dr David Wraith at the NIMR reckons 
the viral nucleoprotein itself may be the 
source of a potential “universal” influen- 
za vaccine. Since the protein lies in the 
centre of the virus and is integral to its 
reproduction, it is unlikely to change its 
structure and so make the vaccine useless. 
If he is right, a nucleoprotein-based vac- 
cine should protect individuals against 
most strains of influenza. 

So far Dr Wraith has injected nucleo- 
protein into mice, where it activates help- 
er and killer T cells, and protects the mice 
against various influenza strains. But al- 
though the mice recover from an infection 
that would otherwise kill them, they still 
experience its symptoms. Conventional 
vaccines, when they work, prevent all 


, symptoms. These vaccines may protect 
\the vaccinated against death or serious 


‘damage, but not against the initial symp- 
toms. Nonetheless, Dr Wraith is eager to 
see the new vaccine tested on human 
volunteers. 


Climate 


Algae that felt 
the cold 


Man could not keep notes on the weather 
millions of years ago. To chart ancient 
weather, scientists’ main tool has been 
chemistry. Different “isotopes” of oxy- 
gen and carbon are preserved in the 
remains of sea creatures according to the 
temperature prevailing when they were 
laid down. This picture, however, is in- 
complete—inorganic remains dissolve in 
seawater over long periods of time. A 
new method developed by scientists at 
Bristol University might be able to fill in 
the blanks. 

This approach is based on studying t 
organic remains of algae which lived 
the oceans up to 180m years ago. Algae 
are among the simplest, oldest and most 
prolific organisms on earth. A few years 
ago, scientists discovered that some types 


But what was it like 180m years ago? 
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were sensitive to temperature—notably 
Emiliania huxleyi. It locks a permanent 
record of this sensitivity into its molecular 
composition. Dr Geoffrey Eglinton and 
Dr Simon Brassell, with a team of Bristol 
scientists, reckoned that by plotting the 
relationship between molecular change 
and temperature, they could use the 
ocean-floor organic sediments as a climat- 
ic catalogue. 

They found the key to this relationship 
in carbon. The algae contain molecules 
made of long chains of carbon, each of 37- 
39 carbon atoms. At low temperatures, 
the carbon compounds are unsaturated— 
that is each atom shares two or three 
bonds with its neighbour. As tempera- 
tures rise, the compounds become more 
saturated—they combine with more hy- 
drogen atoms, leaving only one bond 
between each pair of carbon atoms. At 
least, they do in the laboratory. 

The Bristol scientists argued that the 
same relationship should hold in the 
oceans. Algae growing in the top few 
hundred feet of the oceans—where sun- 
light is available for them to photosynthe- 
sise—act as millions of tiny thermom- 
eters. The algae are eaten, but the 
inorganic “snapshot” of conditions at the 
surface is retained in the faecal pellets of 
their predators. The pellets fall to the 
seabed to settle in layers which, like tree 
rings, act as a record of climatic history. 

In 1983, members of the Bristol team 
extracted a 40-foot core—an undisturbed 
vertical slice of the ocean floor—from 
near the coast of Sierra Leone. Working 
with scientists at Kiel University in West 
Germany, they read the climatic informa- 
tion it contained by using the algae tech- 
nique, and checked against results from 
the well established oxygen-isotope 
technique. 

The old method compares the propor- 
tion of oxygen-18 and oxygen-16 in polar 
ice. During ice ages, the heavier oxygen- 
18 rains out faster. Deep-seabed fossils of 
the shells of animals that lived then are 
rich in oxygen-18. 

Results from the algae technique con- 
formed closely with the oxygen-derived 
picture from the top 25 feet of the core— 
that is spanning the past 550,000 years. A 
cyclical pattern of ice ages interspersed 
with warmer periods showed up in both 
instances. Below that depth, the two 
techniques diverged, perhaps because the 
algae that produced the molecular “‘foot- 
prints’ were undergoing some sort of 
evolutionary change then. The results 
from the top of the core are nevertheless 
being carefully recorded. A data bank at 
Oregon State University is being fed with 
information drawn from more than 100 
ocean cores. 

Buy if algae can store ancient tempera- 
tures in their molecular matrix, why 
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should they not hold clues to other envi- 
ronmental conditions as well? A team of 
scientists at the Woods Hole Oceano- 
graphic Institution in Massachusetts 
hopes that the algae will provide details of 
a range of environmental conditions. But 
there are dangers. Before using seabed 
cores to indicate past conditions, scien- 
tists need to be sure that their contents 
have remained stable. Finding more of 
species A than B in a core might suggest 
that conditions were more favourable to 
Ain the oceans of that time. On the other 
hand, the reasoh might be A’s slower rate 
of decay. Scientists at the institution are 
checking these rates. They are also look- 
ing at sediment material eroded from the 
land, trying to work out where it came 
from and how ancient atmospheric sys- 
tems carried it to sea. 
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In at the kill 





WASHINGTON, DC 
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Beware dysphoria 


Cocaine is a peculiar drug. It has amphet- 
amine-like properties that make it a stim- 
ulant. It is also a local anaesthetic. But 
these two attributes do not cancel each 
other out. As Mr Len Bias, an American 
basketball star, recently found, cocaine 
can cause unexpected death. 

Dr Robert Post and his colleagues at 
the biological psychiatry branch of Amer- 
ica’s National Institute of Mental Health 
(NIMH) have tried to find out how cocaine 
kills. The short answer is that modern 
formulations of cocaine, and particularly 
smokable “crack”, reach the brain faster 
and in greater concentrations than their 
predecessors. 





The Indians of the Andes have for 
centuries used cocaine with relative impu- 
nity, mainly because they get it from 
chewing the leaves of the coca plant. 
When taken in this manner, cocaine trav- 
els slowly enough for the brain to take 
both the stimulant and anaesthetic quali- 
ties of the drug in its stride. Crack and 
“snorted” cocaine do not allow the brain 
such leisure; it must confront the drug's 
dual personality more quickly. 

With repeated cocaine use, the brain 
becomes tolerant of its stimulant effects, 
so encouraging the user to take more of 
the drug—in larger doses—to counter the 
“dysphoria” that typically follows the 
euphoria. These bad moods are often 
accompanied by anxiety, panic attacks, 
difficulty in concentrating, suicidal ideas, 
paranoia and hallucinations. But the 
brain does not learn to tolerate the other 
side of cocaine’s personality: its anaes- 
thetic qualities. Instead, cocaine tricks its 
user: more is needed to get high, but les 
is needed to get low. i 

Dr Post’s group has demonstrated a 
phenomenon called “kindling” in labora- 
tory rats given cocaine or lidocaine, a 
chemical relative of cocaine that lacks its 
stimulant effects. On a given dose of 
cocaine, some of the animals develop 
seizures with the first administration, oth- 
ers after repeated doses, and still others 
not at all. 

The NIMH studies found this also hap- 
pens when lidocaine is substituted for 
cocaine—but with a difference. Whereas 
lidocaine-treated animals that develop 
seizures survive even repeated attacks, 
others on cocaine invariably die after one 
or two seizures. 

Why should cocaine differ from lido- 
caine? Evidence, from both animals and 
humans, suggests that it is not the eupho- 
ria that is lethal but the dysphoria: co- 
caine’s ability (not present in lidocaine. 
bring on anxiety, disorientation and pa 
after a pleasurable interlude. 

Mysterious as this sounds, the anaes- 
thetic properties of cocaine, unlike those 
of lidocaine, apparently alter the behay- 
iour of the so-called limbic structures of 
the brain. Although perhaps best known 
for being the seat of the emotions, the 
limbic system also governs the involun- 
tary control of such vital organs as the 
blood vessels and heart. 

With an impaired limbic system no 
longer in control, the body can—immedi- 
ately or gradually, with repeated doses— 
be gripped by seizures of sufficient inten- 
sity to bring about death. This is appar- 
ently what killed Mr Len Bias last July. 
The lesson is a sombre one. No dose of 
cocaine is so small that it can be relied on 
to be safe. If it does not kill the first time, 
the more often it is taken the greater the 
chance that it eventually will. 


THE ECONOMIST OCTOBER 11 1986 


Aj a] 
ies a ai DA 


ADi A a 


When F LM needed a global equi 


offering, 


we charted their course worldwide. 


Air Transport World recently named KLM the ‘Airline of 
the year” One measure of its superior management is the 
airline's profitability: KLM has been profitable for ten con- 
secutive years, including the recession of the early 80's in 
which few major airlines managed to stay in the black. 

Not surprisingly, KLM is managing its expansion with 
equal care. 

So when the airline wanted to replace and expand its 
fleet, it chose Merrill Lynch to lead-manage a global equity 
offering of more than $300 million. 

The financing brought new meaning to the concept of a 
global capital market. 

Because of Merrill Lynch's strong presence in Europe, the 
US., Canada and Asia, we imposed no regional restrictions 


x * 


Peter C.W. Alberda van Ekenstein, Senior Vice President, Finance, KLM Royal Dutch Airlines and 


on the offering. That meant the syndicate we led could allo- 
cate shares around the world’s markets to achieve the best 
price for KLM by matching sales with markets where inves- 
tor interest was strongest. 

Because of our exceptional distribution strength, Merrill 
Lynch alone sold over 40% of the issue to more than 5,000 
individual and institutional investors in 23 countries. 

It’s an example of the increasing importance of the kind 
of global service Merrill Lynch provides: worldwide 
research, worldwide distribution, worldwide trading 
capability that assures liquidity in the secondary markets. 
And, of course, worldwide investment banking expertise. 

In short, the global capital market is here, and Merrill 
Lynch is ready to help chart your way through it. 





© 1986 Merrill Lynch & Co., Inc. 


David LP Meachin, Managing Director, Investment Banking, Merrill Lynch Capital Markets 
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OF GUR TRADITION 


For centuries, the desert 
has nurtured our spirit 


of reliability. 


Today, with the very rapid 
development of our vast land, 


the spirit remains. 


You can trust our given word 
when making a reservation on 


Saudia. 


SoucIC The spirit is alive 
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International Growth Fund = rsa ima 
Be oath Top Performer In the eleven years since launching the Group's od 
. - Perpetual takes The Observer's 1985 Unit Trust Managers of the first unit trust in the United Kingdom, Perpetual | “°°” Up 
: Year award. A richly deserved award. Its investment team — chairman has earned an enviable reputation for consistent 
ay Martyn Arbib, Bob Yerbury, Scott McGlashan arid Martin Rasch ~ investment success. The top authorised fund 2 85 1% 
have been producing performance plums well for many years . . . over the eleven year period to 19th August 1986. | 
, i : AD The Offshore | 
. — i i International Growth Fund | i, „ilill 
Unit Trust form guide freee ee trek oer Ke: 
-  » Two groups deserve a big hand Perpetual . . . achieved a 100% the U.K. based International Growth Fund... ial et 
record in both periods (one year and three years): All their trusts 


Launched on the 23rd January 1983, the Fund invests in a wide spread of leading 


ed above average. SUNDAY TIMES 4th May 86 companies from the world’s principal stock markets. 



















eco 
ee Impressive : 
.. . Perpetual has the most impressive track record, hitting the top spot ince launch on 23rd January 1983 
ver the ten-year, nine-year, eight-year and five-year periods with two islict i : 
second places, one third, one fourth and one seventh. For more specialist investors 
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Higt t Marks since launch on the 21st April 1984 











since launch on 8th April 1985 





ween > investing in stock ~ investing internationally in 
; ca Perpetual comes out of the comparison with the highest marks. markets of North America today’s more exciting companies 
With the sole exception of the International Emerging Companies —— a a a a ee ee — 
| portfolio, which falls into the near miss category, all the other long term Please send me details (on the terms of which alone all applications 








fundsin the group appear in the top quartile, both over the long term 


will be considered). Please tick box 
as wellas the short term. MONEY MAGAZINE August 86 


0 Offshore International Growth Fund (] Offshore American Growth Fund 
O Offshore Emerging Companies Fund (J Prospectuses of the two new funds 
To: Perpetual Unit Trust Management (Jersey) Limited, PO Box 459. 

Norwich Union House, Church Street, St Helier, Jersey, Channel Islands. 
SURNAME: 


(Mr/Mrs/Miss) 
ADDRESS 








Two New Funds 


On November Ist, Perpetual , one of the UKs most suce 
unit trust managers. will be launching two new funds. 











To make sure you get your advance copies of the prospect 
fill in the coupon today. 





NB. All figures as at 19th August 1986. Figures are based on offer price of units and include net 


‘ox@-invested income. Offshore funds are quoted in ‘ou shouid remember that the price of 
nits can eo down ak well acin and that nar narta (reno maadik ai Od Bae SO 
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BOOKS AND ARTS 


Anthony's mother knew... 


George Wyndham - 





Goose of Avon 


ANTHONY EDEN. By Robert Rhodes James. Weidenfeld & Nicolson. 775 pages. 


£14.95 


Anthony Eden hated his butterfly of a 
mother, who bankrupted the family by 

‘owing from one moneylender to re- 

another at interest of over 60% a 
year. He was awed by his eccentric squire 
of a father, Sir Willie, who dazzled at 
country sports and all things artistic (buy- 
ing early Impressionists fast), but who 
once forced his guests to lunch on vegeta- 
bles because he had thrown the joint out 
of the window shouting “not bloody lamb 
again’. Rab Butler argued that this par- 
entage explained “Anthony, who is half 
beautiful woman and half mad north- 
country baronet, don’t you see?” This 
otherwise expurgated (because family- 
approved) biography dents that view: 
Anthony looked and spoke embarrassing- 
ly like his mother’s favourite lover in his 
birth year of 1897, a dreamy politician- 

et. 

Mr Rhodes James wants to believe this 
still allowed his hero a happy childhood. 
Instead, Eden’s letters from Eton reveal a 
taut boy with tantrums, exam results “‘all 
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bad”, who wrote patriotic drivel when his 
two brothers were killed in action and the 
third was interned in or just after his 
ghastly sixth-form year of 1914-15. The 
lonely 18-year-old Anthony went straight 
from Eton to the trenches in Ploegsteert 
Wood and was too shy to tell his family 
when he won the military cross. 

As Sir Willie had run his local Durham 
Conservative Association with breathtak- 
ing feudalism, while keeping the radical 
vote because he considered miners less 
vulgar than mineowners, the returning 
Captain Eden had thought he could get a 
safe Conservative coalmining seat in the 
elections of 1919 or 1922. When he was 
beaten by an “extreme Labour chap”, he 
took it like a gentleman. Conservative 
central office circulated to other constitu- 
encies the name of this tall and handsome 
war hero who did not antagonise the 
working classes. 

While waiting for a seat, Captain Eden 
spent 1919-22 at Oxford University, read- 
ing Persian (a course which did not re- 


quire school exam results), and being 
rejected by the parents of the many 
upper-class girls who fell madly in love 
with him. By now, his widowed mama 
was bankrupting the Durham estate, and 
also raising money nominally for charity 
which she spent on herself. 

So Eden swept up as bride the 18-year- 


old daughter of the co-proprietor of the - 


Yorkshire Post. Until their divorce in 
1950, Beatrice and Anthony Eden cheat- 
ed on each other with extra-marital af- 
fairs, but there was one glory in their 
marriage. Mr Rhodes James is right to say 
that the communications with and about 
their two sons, the most touching part of 
this book, show the Edens to have been 
superb parents. Simon, the elder son, was 
killed in 1945 flying from an airfield in 
Burma where your reviewer was doing 
the same job as he. Brief acquaintance 
then suggested what this biography con- 
firms: this intelligent teenage sergeant- 
navigator had an attitude to his father 
that was genuinely admiring, civilisedly 
argumentative and marvellously relaxed. 
His letters home, reprinted in the book, 
were more mature than the rest of us in 
young aircrew were writing at the time. 

Because of those conversations in Ak- 
yab (which Mr Rhodes James sloppily 
calls Akyah), one wanted to find some- 
thing uplifting in Anthony Eden the poli- 
tician, but there never seemed to be 
much, Eden’s had been the best of the 
young second-rate minds in the third-rate 
Baldwin-MacDonald governments that 
led free Europe from total victory in 1918 
to near total subjection under Hitler 22 
years later. Although Eden is remem- 
bered for his 1938 resignation against 
Chamberlain (who interfered with him on 
the telephone), it should also be remem- 
bered that he was Baldwin’s foreign sec- 
retary when Hitler re-occupied the 
Rhineland—and Eden then led the school 
for dither. In his two later periods as 
foreign secretary (1941-45 and 1951-55) 
he was jealous of the Americans, let 
Stalin get away with many murders, want- 
ed to abort the EEC before its birth and 
spent long, health-sapping nights arrang- 
ing settlements from Indochina to Cyprus 
(almost none of which worked). Foreign 
office officials liked him fine. 

Although Eden was Churchal’s nomi- 
nated heir from 1940 on, it was Butler 
who rebuilt the Conservative opposition’s 
policy in 1945-51. The month before 
Eden succeeded Churchill in 1955, Chur- 
89 
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chill’s secretary wrote worriedly in his 
diary: “PM saying that Anthony is totally 
incapable of differentiating great points 
and small points (a criticism that has an 
element of truth)”. Once Eden was prime 
minister he abandoned Churchill’s Olym- 
pian (ie, lazy) way of doing the job, and 
became a Chamberlain-like interferer. 
Some of his telephoned interferences on 
economics, recorded here, were Bertie- 
Wooster-type inane. 

Eden then decided that standing up to 
Nasser was the great point, although the 
Hungarian revolt a week before he invad- 
ed Suez meant it wasn’t. He dithered into 
the Suez crisis and dithered out again, 
resigning a few weeks later because he 
thought that, although aged only 59, he 
had but a few weeks to live. He actually 
lived to 80, as the first Earl of Avon, with 
a second wife who made him happy, and 
one is glad of that. 

Mr Rhodes James, who is the anti- 
Thatcher Conservative MP for Cam- 
bridge, thinks Eden was a main architect 
of the welfare-state Conservatism now 
being thrown away. Eden’s mother was 
locally well liked because she gave huge 
sides of beef to the tenants and villagers 
at Christmas time, though without paying 
the butchers’ bills. In the year when she 
reached the bankruptcy courts, Grocer 
Roberts was conceiving his daughter—on 
the other side of the counter, so to speak. 
Pace Mr Rhodes James, the British na- 
tion may sleep safer under her brutal 
honesty than under yesterday’s nicer up- 
per-class twits. 


Mikhail Gorbachev 
Gorbachev's other summit 





THE SOVIET PARADOX. By Seweryn Bialer. Alfred A. Knopf. 391 pages. $22.95. To 


be published in Britain by I. B. Tauris 


The legacy of Leonid Brezhnev’s long 
years of power in the Soviet Union is 
Russia’s vastly increased military might. 
Mikhail Gorbachey starts his rule from a 
position of strategic parity or better with 
the United States. But wrapped inside 
this blessing for him, says Mr Seweryn 
Bialer, the director of Columbia Univer- 
sity’s Research Institute on International 
Change, there is a curse. 

Russia’s acknowledged military weight 
has paved the way for the summits, last 


Sane but stultifying 


Mr James Prior is not a forlorn man but 
A Balance of Power (Hamish Hamilton, 
£12.95) is a somewhat forlorn book, a 
tale of dashed hopes, frustrated ambi- 
tions and a personal incompatibility be- 
tween him and the present prime minis- 
ter that has driven him from public life. 
Mr Prior had hoped to go far in politics. 
Now, he finds himself a reluctant busi- 
nessman and a lame-duck MP. 

Part of the fault lay in his stars. A 
liberal Tory with what Lord Eccles once 
called “a pink conscience”, Mr Prior’s 
natural habitat was the Conservative 
party of Harold Macmillan and Edward 
Heath. But, first elected to Parliament at 
the age of 32, he had the misfortune to 
work on in Mrs Thatcher's chillier reign. 

Part of Mr Prior’s fault lay in himself. 
He lacked—indeed, was probably proud 
to lack—what Tories used to call “the 
last six inches of steel”. The advance- 
ment of good-hearted causes took prece- 
dence ofer self-advancement. 

Mr Prior also lacks the ability, when 
he is wrong, to conceal the fact from 
himself and others. He confesses that he 


was wrong to urge Mr Heath to hold a 
general election during the 1974 miners’ 
strike; that he was wrong in 1980 to 
advocate a public-sector incomes policy; 
that he was wrong in 1981 to make it 
known publicly that he would not accept 
the job as Secretary of State for North- 
ern Ireland—and then to do precisely 
that. “I was”, he adds ruefully, “outma- 
noeuvred by the prime minister. That is 
why she was prime minister and I was 
never likely to be.” 

Mr Prior dislikes Mrs Thatcher and 
thinks that her policies are socially divi- 
sive and bound, in the long run, to be 
self-defeating. Yet, at the same time, he 
is awed by her ruthlessness and political 
skill. Only this grudging respect, and his 
own innate politeness, prevent his mem- 
oirs from becoming an excoriating cri- 
tique of her style. As it is, the author 
accuses Mrs Thatcher of double-dealing, 
governing through cronies, undermining 
her colleagues’ authority, distancing her- 
self from the unpalatable decisions of her 
own government and patronising those 
with whom she disagrees. It is a familiar 


year, this year and, perhaps, next year, 
too. Mr Gorbachev can count on these 
summits to increase his personal prestige 
at home and his country’s influence 
abroad. But the clout that he and his 
generation now take for granted as Rus- 
sia’s due has come at an enormous price. 
Paying for it has left the economy weak- 
ened and impoverished. Read Mr Bialer’s 
excellent account of all the reasons why 
Mr Gorbachev might fail in the Hercule- 
an task of mending the economy, and 


catalogue. It would carry more force if it 
came from a winner, not a loser, in the 
game of power. 

Mr Prior's political views are by now 
firmly middle-of-the-road. He likes the 
competitive market economy and limits 
on trade-union power. At the same time, 
he wants action to reduce unemploy- 
ment, more consultation between gov- 
ernment, unions and bosses, higher 
spending on education and health, elec- 
toral reform, state funding of political 
parties and more use of parliamentary 
select committees—in short, an end to 
“adversary politics”. His ideas differ 
little from those of Mr Steel and, even 
more, Dr Owen. Mr Prior would like 
there to be a coalition government after 
the next election. 

No one, save possibly the prime minis- 
ter, could fail to derive some pleasure 
from “A Balance of Power”. But it 
contains few revelations and consists, for 
the most part, of the same mixture of 
amiability, good sense and slight dullness 
that used to be the hallmark of its 
author's ministerial speeches. These are 
a good man’s memoirs. They are not the 
memoirs of somebody who was destined 
for the highest office. 
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Do transnational corporations with business in South Africa help 
sustain or erode apartheid? 


This and related issues were torn apart and examined at the 
United Nations on September 16~20, 1985 during the Public Hearings 
on the Activities of Transnational Corporations in South Africa and 
Namibia. A panel of eminent diplomats and political influentials heard 
from more than 50 informed persons, examined documentation, and 
made their recommendations, 


Now, those recommendations, the verbatim transcripts of the 
hearings, the written statements of the participants, a representative 
listing of country, state and municipality laws and regulations regarding 
investment and trade with South Africa, as well as a comprehensive 
bibliography for further research, are available in four volumes from 
United Nations Publications. 


Ideal for executives with interests in South Africa, international 
lawyers, world government leaders, students and educators, these 
volumes will aid in policy and opinion formulation. 


Volume One, The Report and Recommendations of the Panel of 
Eminent Persons, is available for $65.00. The series of four volumes is 
offered at $200. Send check or purchase order. 


For more information, or to order, write UNITED NATIONS 
PUBLICATIONS, Room DC2-853, New York, New York 10017. 





United Nations Publications 
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INVESTMENT & FINANCE IN AGRICULTURAL 
SERVICE COOPERATIVES 

T. Turtianinen and J. D. Von Pischke 
£7.18 0 8213 0757 6 





Cooperatives perform commercial and other functions 
related to agriculture and to economic and social 
development. This paper discusses the functions, 
principles, and objectives of service cooperatives and 
explores the advantages and constraints of operating and 
financing them in relation to other forms of commercial 
enterprise. 

Gt interest to people involved in planning and 
implementing cooperative projects in or for developing 
countries, including staffs of cooperative organisations, 
agriculture departments or ministries, official and 
nongovernmental organisations, and project staff in 


financing agencies who prepare and appraise cooperative 


projects. 
includes four annexes and 12 tables. 


INDUSTRIAL ENERGY RATIONALISATION IN 


DEVELOPING COUNTRIES 
J. R. Gamba, D. A. Caplin, J. 3. Mulckhuyse 
B 8018 3337 X 


£11.80 

Johns orid Bank 

Despite the recent worldwide easing of energy supplies, the 
high cost of energy presents a continuing challenge to most 
developing countries. Even a modest economic growth will 
increase their demand for imported energy unless the 
energy intensity of their economies is 1 juced. 

Fortunately, most developing countries have significant 
opportunities to use energy more efficiently. This volume 
makes the case for such energy rationalisation in industry 
and explains the potential for energy conservation and tuet 
diversification. Drawing extensively on the recent 
experience of the World Bank and its member countries, 
the book describes in some detail how to develop and 
operate a national industrial energy rationalisation 
programme, 

EVALUATING VOCATIONAL TRAINING 
CRO GRAMS: A miman M Godley 

N ng, M. man, M. 
£9.50 t diais 7 paperback 
World Bank Publications 
This book provides a step-by-step framework for 
continuous evaluation of vocational training a eta 
Checklists, worksheets, and questionnaires e the 
evaluator to collect information systematically and to obtain 
a comprehensive picture of an institution's activities. 

The evaluation materials are useful for supervising 
agencies, project analysts, and administrators who wish to 
assess the strengths and needs of their schools. They have 
many applications: as a basis tor regular surveys and for 
comparisons of a school's pertormance over the years, as 
a managerial tool for keeping running records ot school 
operations, and as a convenient format for self-assessment 
and follow-up. 
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To order from The Economists’ Bookshop mark number off 
copies required beside each title above, complete details below i ý 
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t 
Cost of books £ H 
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then wish him luck. 

The book argues that the death of 
Brezhnev was probably as important in 
the Soviet scheme of things as was the 
death of Stalin; it produced a recognition 
that the old ways had achieved as much as 
they were going to. Without change of 
some kind, it was going to be downhill 
from there. Calling for change is one 
thing; agreeing on what kind of change is 
another. Nobody yet knows whether Mr 
Gorbachev is a radical reformer or just a 
tinkerer. He admits that he does not have 
a blueprint for economic reform. If his 
own ideas are still hazy, the obstacles to 
change are there for all to see. 

First, although military growth has 
been one of the chief sources of Russia’s 
economic problems, much of the econo- 
my and society remains subordinated to 
it. Second, real economic change would 
require a devolution of political power; 
yet the paramount goal of the party 
leadership is to marshal power in its own 
hands at the centre. Because of the politi- 
cal risks in undoing either of these knots, 
the author concludes that radical solu- 
tions will emerge only when the political 
price of change is overtaken by the 
mounting cost of muddling through. 

Ranged against real change is the lead- 
weight of stability in the Soviet system, 
which reinforces the ancient conservatism 
of ordinary Russians. Most of them would 
like a better life, but also a quiet one. To 
the extent that Mr Gorbachev intends to 
re-order things, and not just re-impose 
the older order more efficiently, he will 
have a fight on his haads. 

To a man less ambitious for his coun- 
try’s future than the Soviet leader seems 
to be, the choice in foreign policy be- 
tween a stab at better management of 
relations with the West and a new cold 
war would be simple: a hostile world 
around the Soviet Union is an excuse for 
not making the difficult decisions about 
internal reform. Mr Gorbachev seems to 
prefer both better relations with the West 
and a degree of reform. The two go 
together. Russia needs more East-West 
trade if its economic recovery is to last. 

Before the summits of the 1970s, a 
defensive America faced a confident and 
increasingly powerful Russia. This time, 
as Mr Bialer points out, it is President 
Reagan’s America that is resurgent and 
Russia that is left pondering its own 
weaknesses. This does not represent, in 
the author's view, the opportunity that 
some right-wingers in America think they 
have spotted. The Soviet economy may 
be weaker than its leaders would like it to 
be, but Ressia is not about to be Brought 
to its knees, either by economic warfare 
or by an arms-race with America. Yet 
neither does the book argue the opposite 
and even more popular fallacy: that Mik- 
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On December 27 1929, Stalin announced 
his aim of “the liquidation of the kulaks 
as a class”, even though kulaks as a class 
in the sense that the Russian leader 
meant (ie, those who regularly hired 
wage labour or had two or three cows) 
included much of the country’s peasant- 
ry. During the following seven years of 
forcible deportation, confiscation of 
property and plain murder, says Mr 
Robert Conquest in The Harvest of Sor- 
row (Hutchinson, £16.95), 64m Russians 
died from ‘“dekulakisation”, It was a 
catastrophe to rank with Hitler's “final 
solution” as the greatest disaster to have 
befallen a people this century. 

The massacre of the kulaks and the 
turning of Russian farms into huge col- 
lectives was done nominally to create an 
efficient socialist agriculture. But even 
the monstrous acts done in this name 
were not enough to defeat Russia’s peas- 
ant farmers. In the Ukraine, by 1934, 
farmers had slaughtered nearly half their 
cattle and three-quarters of their 
sheep—a kind of resistance by suicide. 
In March 1930, fought to a stalemate, 
the Communist party abandoned its poli- 
cy of full compulsory collectivisation. It 




























Jolly Joe Stalin, the farmers’ friend 


hail Gorbachev is the best Russian leader 
the West has got and so must be encour- 
aged by exaggerated concessions. 

Long experience of the Soviet Union 
has made Mr Bialer think that the outside 
world can do little in the long run to 
influence Russia’s internal politics. Like 
his predecessors, Mr Gorbachev will ex- 
ploit opportunities for expanding Soviet 
influence, where the risk is low and the 
cost is bearable. Unlike his predecessors, 
for whom economic price was little ob- 
ject, Mr Gorbachev has different priori- 
ties. But his Russia is no closer to the 
West than Brezhnev’s was; it is simply 
more preoccupied with itself. 


Genocide in the Ukraine 








was only a respite. In July 1932, Stalin 
unleashed upon the Ukraine the most 
terrible weapon of all—famine. 

The Ukraine is Russia’s grain basket. 
It often exported a third of its crop to the 
rest of the country. In the good year of 
1930, the area exported 7.7m tonnes. In 
1932, Stalin again ordered the Ukraine 
to export 7.7m tonnes even though the 
ravages of collectivisation had reduced 
the crop to two-thirds of 1930's level. Mr 
Conquest follows the results through a 
series of horrifying snapshots. The vil- 
lage of Yareski, set in the rolling valley 
of the river Vorskla, was the scene of 
many Soviet films about the triumphs of 
collective farming. Its population halved 
in the early 1930s. In the village of 
Fediivka, said a survivor, “Elizabeth 
Lukashenko died on the meadow; her 
remains were eaten by ravens.” As the 
famine raged, party officials ate well 
and, according to a report quoted by Mr 
Yuri Semenko, “mothers killed their 
own children and ate them.” In all, 5m 
people died in the Ukraine between 1930 
and 1937; 3m others perished elsewhere. 

Did Stalin intentionally order geno- 
cide? Mr Conquest argues that he did. 
He sent troops to confiscate grain and 
closed the Ukraine’s borders to prevent 
food being supplied from elsewhere. He 
knew what was happening. Khrushchev 
later said “we knew people were dying in 
enormous numbers.” 

Mr Conquest works at the Hoover 
Institution of Stanford University and his 
explanations for the genocide have been 
rehearsed in some of his other 13 books 
about Russia, notably “The Great Ter- 
ror”. He presents the famine victims as 
pawns in a power struggle within the 
Communist party and the famine itself as 
the last of many assaults upon the Rus- 
sian peasantry and upon the Ukraine 
(which declared independence in 1918). 
These explanations may not quite con- 
vince but Mr Conquest’s conclusion 
does: that Stalin starved 143m people to 
death imposing communism on the 
countryside. 































Shelf registration 
Off the shelf 


INVESTMENT BANKING AND DILIGENCE. 
By Joseph Auerbach and Samuel L. 
Hayes III. Harvard Business School. 320 
pages. $24.95. Available in Britain from 
Harper & Row 


Shelf registration is a procedure for mak- 
ing public offerings of securities that has 
proved a wow on Wall Street during the 
past four years. These two Harvard Busi- 
ness School professors have interesting 
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DATABANK 
strategy and performance analysis 
EUROMARKETS: AN ANALYSIS OF 

COMPETITIVE BUSINESS 

. ©” STRATEGIES 
robonds have grown from US$19.7bn 


The big US commercial banks are 
| increasingly committed to securities 
| dealing while Japanese institutions are 
climbing. the league tables mainly 


| because of their aggressive pricing. 


‘policies. 
Winners, not typically British merchant 
banks, = will be 
institutions willing to compete on a 
| global basis. 
s 190 page report analyses 
how the competition is evolving in the 
| context. of the growing disintermediation 
and securitisation of the business. 
The report costs £1,250. 
More details from: 
Databank Limited, London House, 
Old Court Place, 
26/40 Kensington High Street, 
London W8 4PF. 
Telephone: 01-938 1001. 
| Telex: 22861. Teletax: 937-8335. 
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TheEconomist 
Intelligence Unit 


Air Transport in 
a Competitive 
European Market 


PROBLEMS, PROSPECTS AND STRATEGIES 

This major. report is a- comprehensive analysis of European air 
transport prospects into the 1990s. it looks in detail at the 
carriers, their markets and the issues of automation. 
privatisation and airline economics affecting their operations. 
It analyses the impact of deregulation in the USA, the forces 
jor change sweeping Europe, the key issues of pricing, 
pooling, capacity determination and market entry; and it 
proposes a strategy for liberalisation and forecasts the likely 
future shape of the airlines and the aviation market in Europe. 
No: 1060 Price UK & Europe £95; US$175; £98 Rest of 
World 


International 
Business Travel 


ANEW: MEGAMARKET i 

This 200 page report, the largest and most comprehensive yet 
published on business travel, analyses the market sector by 
sector. looking at the needs: of the business traveller, the size 
‘of the market intemationally, the airlines, ‘hotels, car rental 
firms, travel agents and the customer corporation. The rapid 
growth of business travel makes this essential reading for all 
involved in, the industry, No. 189 Price UK & Europe £95; 
US$175; £98 Rest of World 


international 
Tourism Forecasts 
to 1995 


This report forecasts international travel from and expenditure 
by the 20 main origin countries to 1995. it covers propensity 
to travel; ceiling effects; estimates of expenditure. including 

`. and excluding fares, and numbers of trips and nights spent 
abroad by haul length. Essential reading for: those monitoring 

“market trends and planning or financing tourism 
development. No. 188 Price UK & Europe £125; US$235; 
£128 Rest of World 


| ALBO AVAILABLE: 
Travel & Tourism 
Analyst 


A monthly source of research and business information on the 
international travel and tourism industry and its markets, 
providing essential analysis for all those planning investment 

_ and strategy around the world. 


international 
Tourism Reports 


A quarterly publication providing detailed information on 
tourism developments in individual countries around the 
world, Each quarter five different countries are analysed. 


The Economist Publications Ltd. 40 Duke St. London W1. Reg. 
No:1775671. ji 


| C Air Transportin a Competitive European Market No. 1060 
0 International Business Travel—A New Megamarket No. 189 
| c3 International Tourism Forecasts to 1995 No.188 


Please send details: 
3 Travel. & Tourism Analyst 


O International Tourism. Reports 
( Current range of EIU publications 


| c i enclose payment of £/US$ 


| To: The Economist Publications Limited 
Marketing Department {EPQ} 
| 40 Duke Straet, 
London WIA TOW, UK 
| Tek 01-493 6741 


10 Rockefeller Plaza 
New York, NY 10020, USA 
Tel: (212) 541 5730 





(DET RTS 


Recent titles 


BRITAIN AND THE 
MULTINATIONALS 

John M. Stopford and Louis Turner 

A rigorous analysis encompassing economic, 
political and managerial issues. 


7 . an unusually ambitious and thoughtful 


Christopher Lorenz, Financial Times 
0471908398 Ipp £13.95 


study 


MULTINATIONAL ENTERPRISES, 
ECONOMIC STRUCTURE AND 

_INTERNATIONAL 
COMPETITIVENESS 


Edited by John H. Dunning 


This cohesive volume presents a great deal of new 
data on the activities of MNEs in the twelve 
countries covered and analyses in detail the policy 
implications of the findings of the studies. 


0471907006 440pp £26.95 


THE THREAT OF JAPANESE 
MULTINATIONALS 


How the West Can Respond 
L.G. Franko 


Considers Western perceptions of japanese 
industry and examines and challenges a number of 

| the common: myths. about the japanese economy 
and japanese management. 


“The book is easily digestible and interesting and it 
deserves to be widely read.” 
David Greenaway in Economic Affairs 


0471902322 160pp £14.75 


‘About the IRM 


The IRM promotes and finances independent 
research on multinational companies and their 

‘impact on society. This research forms the basis of 
books, reports, conferences and seminars in an 
attempt. co. provide accurate information to 
benefit the widest possible audience. For further 
information please write to: 


Institute for Research and Information on 
Multinationals, 

45.47 rue de Lausanne, 

1201 Geneva, Switzerland, 


Prices shown are for UK only. 


or: further information on the Wiley/IRM Series on 
Multinationals please recurn the coupon below to Dept 
AC, john Wiley & Sons Ltd, Baffins Lane, Chichester, 
W. Sussex POLS. TUD, England. 


bed kt tats 


Please send me details of the Wiley/IRM Series 
Multinationals. 


bee et 
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as for improving it. 

Under the shelf registration procedure, 
a company can file registration docu- 
ments saying that it intends- to sell a 
certain maximum amount of a particular 
class of securities at one or more unspeci- 
fied periods in the next two years. During 
that time, the company can take some or 
all of its securities off the shelf, dust them 
down and sell them. 

This allows an investment bank acting 
for an issuer to be much more nimble in 
taking advantage of market opportuni- 
ties. “Shelves” have succeeded, as their 
pioneers said they would, in reducing 
bureaucratic delays. Largely as a result, 
industrial bond issues sold by shelf regis- 
trations bring issuers a saving equivalent 
to about one-quarter of a percentage 
point against comparable non-shelf 
offerings. 

There is a cost. Investors are less well 
informed than they used to be. In seeking 

` to streamline procedures, the Securities 
and Exchange Commission (SEC) has 
come to rely more on an “efficient mar- 
ket” and less on timely disclosure and 
prospectuses—and on the diligence of its 


“own staff—to get comp. 
material information: >. 





This, as Messrs Auerbach and Hayes’ 
agree, is probably fair enough for 


household-name companies, whose every 
twitch is registered by financial analysts, 


S to divulge 













professional portfolio managers and fi- 





nancial journalists. But what about a little 





known company? Does the information it 









discloses in making an offering contain, in 
practice, much more than the answers 
that the company’s officers give to the 
questions put to them by their investment 
bankers or underwriters? Is there any 
hard independent investigation of the 
kind that an investment bank would do 
when examining, say, a merger 
candidate? ' ; 

To make markets. more efficient, the 


- Harvard professors call for professional 


securities investigators: financially re- 
sponsible vetters of proposed offerings 
who are independent both of the issuing 
company and its underwriters. The pro- 
fessional investigator would be personally 
liable for failure of due diligence. If the 
SEC accepts the idea, it could create a 
whole new service industry, 





ARTS 
It’s a cat's life 


TOKYO 


This year’s biggest box-office film success in Japan shows a side of 
Japanese culture not often understood in the West 


_ The Japanese are flocking to the cinema 
this year to see one of the most saccharine 
films ever made, “Koneko Monogatari: 
< The Adventures of Chatran’’. It seems 
‘likely to replace “ET” as the country’s 
: most-watched film. “Koneko Monoga- 
tari” means “A Kitten’s Story”. Its 
smash-hit popularity says something 























about Japan’s appetite for schmaltz but 
the. reaction of some respected cinema 
critics in the west has been hardly less 
enthusiastic. 

Chatran is a ginger tom. But no Growl- 
tiger or Mr Mistoffelees he. He is tabula 
rosa incarnate—the epitome of the Hall- 
mark«card-theory of animals as cute, cud- 
dly toys. Though Chatran is a real moggie 
(or, see below, 30 moggies), “ET” had 
more animal spirits. Watching the film, 
which follows his first year as ‘a winsome 
kitten beset by bears and befriended by 
Bambis, is rather like being mugged by 
marshmallows. 

Chatran’s life is full of trials and tribu- 
lations, many of them to do with being 
soaked to the skin, like falling over a 
waterfall in a wooden box or plummeting 


` from a cliff into the sea. Itis- hard to'see 


how he survived. Indeed, according to 
Japan’s biggest. animal-rights group, he 
did not. Or, to be accurate, a third of the 
30 Chatrans used did not. 

The film is without doubt- airemarkable 
technical achievement: there are no peo- 
ple, just animals prowling round the land- 
scape of Hokkaido, which is Japan’s big 


human pretending to be areal cute mouse. 






















northern island and its equivalent of t 
boondocks. The director was Mr Masa: 
ori Hata (Japan’s answer to Beverley 
Nichols) who owns a private animal sanc- 
tuary on Hokkaido. He isthe darling: of 
the media, its favourite animal lover. 

The production team included some of 
Japan’s top film makers, notably the. 
technical director, Mr Kon Ichikawa, 
who edited the miles of film into coherent 
shape. Mr Ichikawa directed “‘Conflagra- 
tion”, an adaptation of Yukio Mishima’s:. 
“Temple of the Golden Pavilion”, and is. 
reckoned to be one of Japan’s best post- 
war directors, This may be the reason that 
some reputable critics in the West have’ 
been reverent about the film. The nor- . 
mally parboiled magazine Variety called it 
“a stunning achievement”; some of the 
selectors for the London Film Festival, 
where it is to be shown in November, 
think it is marvellous. 

It is less surprising that the Japar 
have gone soppy about it. Though, s 
from afar, the main characteristics of — 
Japan’s culture seem to be simplicity, 
elegance and attention to detail, it. also ~ 
contains a streak of sentimentality. Ani- 
mal motifs are one aspect. of this. Entire.” 
shops are dedicated to selling “animal. 
accessories”. Woody Cat A`and A;a 
specialist shop for cat accessories, reck- 
ons its sales have never been better, 
thanks to Chatran. It stocks 1,000 cat 
items, which include knickers with a pie- ; 
ture of a-cross-eyed kitten in the crotch, ~ 
“The Adventures of Chatran” is a cat 
motif on celluloid. 

In a recent poll, just over 50% of 
Japanese people when asked “What 
brought most happiness into their lives?” 
replied: “Disneyland”. With Chatran they 
have something better: a real cute cat 
pretending to be human, rather than a. 
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APPOINTMENTS 





FREELANCE FX writers wanted. with 
phasis on-practical aspects of FX 
exposure management. Box No 3500, 
The “Economist. Newspaper, 25 St 
James's Street, London SW1A 1HG. 


The University of Melbourne 
TURER (CONTINUING OR 


LIMITED: TENURE) 
JN INDUSTRIAL RELATIONS 
Department of Economics 
: Applications are invited for this position 
from. persons who have substantial 
academic qualifications, university 
C teaching experience and proven re- 
search ability in one or more branches 
_ of industrial relations. As well as exper- 
- tise in industrial relations, applicants 
‘should have sufficient. background in 
“economics to participate in teaching in 
: areas other than industrial relations. 





























Appointment may be made on a 
ntinuing. basis or for a period of 
tween two and five years. The posi 
1 is available from July 1987. 


Salary in. the range A$27,859- 
A$36,600 per annum. 


Jointees from interstate or overseas 
will be- eligible for assistance with travel 
and removal expenses. 

> Further printed information regarding 
details of application procedure and 
conditions of appointment is available. | 

“from the. Appointments Officer (Aca- 
demic), University of Melbourne, or the 
Secretary General, Association of 

Commonwealth Universities (Appts), 
36- Gordon Square, London WC1H 

OPF., ; 
Applications, in duplicate, including 
names. and addresses of at least three 
referees. and quoting position number 

916 0070 should be addressed to the f 




























The youngest Economic Department in the Netherlands was established 
- - in 1984. at the University-of Limburg at Maastricht. This rapidly growing 
Department experiments with problem oriented learning in its curriculum. 
Research aims at integration of economics, business administration, 
social sciences and quantitative methods. Education and research are 
particularly focussed on problems in the field of Labour, Technology and 
the Public Sector. 


full professor 
of management 
information systems 


Applications are expected to have a broad educational and research 
experience in information systems. They should have completed a 
doctoral dissertation and have published a number of high-quality 
contributions to this area. Knowledge-of business administration and 
management science is preferable. In addition, they should have 
demonstrated management qualities in an academic or business 
organisation, Appointees should attain fluency in Dutch. The Department 
will provide for appropriate language courses. 


The nominee is expected to contribute to education, research and 
administration. He/she should be able to manage the information science 
team in co-operation with the other (part-time) professor of management 
information systems, professor Theo Mulder. 


Salaries for this tenure position are in the range of DII. 6656,~to 
DIL 9495,- per month, dependent upon education and experience. 


Further information can be obtained from professor Theo Mulder, 
tel.: 1820-62911 or professor Paul van Loon, tel.: 43-888841. 


"i Applications are expected in writing within three weeks after the 
| publication of this announcement. Please address applications to: 





Director, Personnel Services, Universi- 
ty of Melbourne, Parkville, Victoria 
3052; Australia and close on 1 Decem- 
ber 1986, 
“Equal opportunity in employment is the 
“oy of the University of Melbourne. 





TEMPORARY 


REPORT 


000 


Weare an equal 
opportunities employer 









Rijksuniversiteit Limburg, Dienst Personele Zaken, P.O. Box 616, 
6200 MD MAASTRICHT, The Netherlands and refer to 
"vacaturenummer 6158" on both the letter and the envelope. 


Rijksuniversiteit Limburg 


We seek a Report Writer to work for six to twelve months preparing copy, under 


~~ Supervision, for the daily summary of World Broadcasts and weekly Economic 


Reports. You will be sub-editing a large volume of material transcribed from foreign 


<. broadcasts, working quickly and accurately to meet daily deadlines. 


You should be able to demonstrate, through relevant experience, an 
understanding of international affairs. Preference will be given to candidates with 
specialist apres Y at degree level, or equivalent, of one or more of the areas 
covered by the SWB (USSR, Eastern Europe, Far East, Middle East, Africa and 
Latin America) whilst ability to type/word process — or willingness to learn and a 
command of foreign language are also desirable. Weekend working may be 
required for which a shift allowance is payable. 

Salary £10,412—~ £14,725 plus a shift allowance of £597 per annum. Based at 
Caversham, near Reading. 

itis regretted that previously unsuccessful applicants cannot be considered. 

Contact us immediately for application form (quote ref. 2705/EC and enclose 


$.a.6) BBC Appointments, London WTA 1AA. Tel. 01-927 5799. 













“APPOINTMENTS _ 


ECONOMICS 


The University of Pittsburgh is seeking to fill four 
pee in economics. Two of these positions are to 

e at the distinguished or senior level. The Universi- 
ty is interested in outstanding scholars in any field. 
However, this year the department will take special 
interest in the fields of Macroeconomics, Economet- 
rics, Experimental Economics, and International 
Economics. Applications from and/or recommenda- 


























and active research scholars in the above and other 
fields are sought. Salaries, scholarly assistance, and 
other benefits will be attractive. Two of the appoint- 
ments are to be effective September 1 1987, and the 
second two are to be effective September 1 1988. 
An equal opportunity/affirmative action. employer. 
The search committee for distinguished and other 
senior (tenured) appointments is chaired by Alvin E. 
Roth. The search committee for junior appointments 
is chaired by Edward Green. 
































All nominations and applications should be ad- 
dressed to Kevin C. Sontheimer, Chairman, De- 
emer of Economics, University of Pittsburgh 













UNIVERSITY OF EAST ANGLIA | 
Norwich . 


RESEARCH POSTS 


Research opportunities have become available in the team 
supporting Professor Bhaskar's' research into the economic and 
financial aspects of the world motor industry. 

Research assistants are required to work as members of a team 
carrying out original research, to participate in interviews with 
senior motor industry personnel and to become involved in project 


























drafting, writing and proofing. 

Candidates should have: 

* a good degree (first or second class Honours) in economics/ 
finance/management/marketing/languages or a similar rele- 
vant discipline 

and should possess one or more of the following: 

* research experience 

* writing and communication skills 

* knowledge of a foreign language (especially German, Italian, 
French or Japanese) 

x ability to use a keyboard 

* an interest in the motor industry 

Candidates with some but not all of those skills willbe considered. 

The posts. are offered on the scale RA 1B (£7,055-£9,495). A 

candidate with exceptional qualifications or experience may be 

offered a post on the scale RA 1A (£8,020-£12,780).. The 
appointments willbe for the period to 31 July 1987. — 

A more senior appointment may be made to the research unit 

involving ‘greater responsibility for leading, co-ordinating and 

directing the work of the team. Candidates should have a proven 
record of research and/or management achievement. 

This post will be on scale 2 (£11,790 to £15,700). The 

appointment will be for the period to 31 ayy A 987. 

Applicante should send a curriculum v 

names and addresses of two referees to Professor K. N. 






















































































Anglia, Norwich NR4 7TJ, from whom further information 
may be obtained. The closing date is 24 October 1986. te 
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tions of already distinguished and/or experienced 





work and publications from conception to production, including ` 


e together with the 
Bhaskar, School of Information Systems, University of East. 






"the Fletcher School of Law and Diplomacy 
PROFESSOR OF. 
INTERNATIONAL BUSINESS 












The Fletcher School, an interdisciplinary graduate school of inter- 
“national relations, is seeking an Assistant or Associate Professor 
for a tenure-track position for September 1987. The faculty mem- 
ber will teach graduate courses primarily in international business 
policy and management, marketing and business-government inter: 
„actions, Strong teaching and research expected. Ph.D. degree: or 
; equivalent required. Academic, business and other relevant 
qualifications desired. Deadline for applications is January 5, 1987. 
Applicants should send resume: and supporting teaching an? 
research materials to Associate Dean Andrew B. Evans, The | 
. Fletcher School of Law and Diplomacy, Tufts University, Medford, 
» “MA 02155, USA. The Fletcher School is an. Affirmative Action 
Employer, and encourages applications from women and minority 
_ applicants. 





‘ol 


Ey ry] 


UNIVERSITY 


7 


NATIONAL UNIVERSITY OF SINGAPORE 
DEPARTMENT OF POLITICAL SCIENCE 


Applications are invited for teaching appointments from. candidates 

who possess a PhD degree or equivalent and who can teach in one of 

the following areas: . 

a) Comparative Politics, with a specialisation in Vietnamese Politics 

b) international Relations/International Political Economy 

Gross annual emoluments range as follows: 

Lecturer $$28,300-58,680 

Senior Lecturer S$53,160-94,090 

Associate Professor S$$82,430-113,530 

(STGE1 = $$3.14 approximately) 

The commencing salary will depend on the candidate's qualifications, 
~ experience and the level of appointment offered. 








`. Leave and medical benefits will be provided. Depending on the type of 


contract offered, other benefits may include: provident fund benefits or- 
an end-of-contract gratuity, a settling-in allowance of S$1,000 (single) 
or $$2,000 (married), subsidised housing at nominal rentals ranging ©. 
from:$$100 to $$216 per month, education allowance for up to three. 


: children, subject to a maximum of $$10,000 per-annum per child, 
“passage assistance and baggage allowance for the transportation of. 


personal effects to Singapore. Staff members may undertake consul- 
‘tation: work; subject to the approval. of the University, and retain. 
consultation fees up toa maximum of 60% of their gross annual. 
emoluments ina calendar year. 

Application forms and further information on terms and condi-. 
tions of service may be obtained from: 


‘The Director. NUS Overseas Office. 
Personnel Department Singapore.High Commission in 
National University of London, 5 Chesham Street 
Singapore, 10 Kent . London SW1 
~ Ridge Crescent UK: ; ae 
© Vel: 01-295 4562 


Singapore 0511 


































Researcher 
Weekend 
World 


_ Weekend World, 
London Weekend 
‘Television's flagship 
current affairs 

gramme, is seeking a 
esearcher. 


Applicants should 
possess experience and 
qualifications likely to 
equip them for work on 
an extremely demanding 

“news analysis 
programme. An 
-Binguiring and creative 
BP mind is more important, 
» however, than a 
background in television 
or newspaper journalism. 
If you wish to apply, 
Al owritea clear account of 
„why you think you.are 
suited to this post, and 
send it with a full cy, by 
24 October 1986, to 
Helen Auty, Personnel 
and Training Manager, 
‘London Weekend 
‘Television Limited, 
South Bank Television 
Centre, London 
SEI9LT. 









































































Anequal opportunities 


AWT, 





ECONOMIST 


Association 






The Building Societies Association 
“wishes to recruit an economist with 
‘ci two or three years postgraduate 
- | -experience. The person appointed 
| | will be expected to make an imme- 

‘| diate contribution to the associa- 
[tion's publications and to prepare 
iq internal papers on issues affecting 
`p the: savings, housing and housing 
<| finance: markets. The successful 
«p Candidate will, therefore, need to 
+: F be able'to communicate effectively, 
both orally and in writing, with nore 
| economists at all levels. 
{The starting salary will be from 
| £12,500 per annum with additional 
_ Po benelits including. a non-contribu- 
“| tory pension fund and. advanta- 
=: }ogeous mortgage facilities. 
< F Please write with full cv to Jane 
- f Jones, Staff: Relations . Otticer, 
: | The Buliding Societies Associa- 
-| ton, 3 Savile Row, London WIX 
|| TAF, by 24 October 1986. 





POINTMENTS 


| University 


LECTURESHIP AT THE 
PROJECT PLANNING CENTRE 
FOR DEVELOPING COUNTRIES 
Applications are invited from. persons 
with training in sociology/anthropology. 
The person appointed wilt have relevant 
‘overseas rience of an: Operational 
andor teaching: nature. The Project 
Planning Centre runs, in: Bradford and 
Abroad, specialised past-expenience 
“Courses im pro ject planning for personnel 
from. deve bana countries; conducts. a 
taught MSc in National development and 
Project: Planning: and: undertakes re- 
search, advisory and institutional devel- 
‘opment assignments overseas. The ap- 
pointment will involve “teaching in 
post-experience . and postgraduate 
courses, Undertaking research and con- 
tributing to the other activities of the 


Centre. Salary on scale £7,055~ £15,700 

pr co annn anders review). 
perannuable,: 

| Appli tormas 


lars trom the Dep 
Yorkshire BO7 TDP. An equal opportuni- 
; y L employer, Closing da a 7 November 
















C5) of Bradford | 











The youngest Economic Department in the Netherlands was established 
in 1984 at the University of Limburg at Maastricht. This rapidly growing 
Department experiments with problem oriented learning in its curriculum. 
- Research aims at integration of economics, business administration, 

Social sciences and quantitative methods. Education and research are 
particularly focussed on problems in the:field of labour economics, public 
economics and the economics of technical change. 


The Department seeks applications for the position of 


associate 
professor (uhd) 
in monetary theory 


Applications are invited from persons with a good doctorate and 
publications in the field of monetary theory and international economics. 
Willingness to participate in problem-based teaching is essential. There 
will be opportunities for advanced teaching and research in monetary 
economics. Willingness to learn Dutch is equally essential. 


Salaries for this tenure position are in the range of DIL. 6.182,~ to 
Df. 8.054,— per month, dependent upon education and experience. 


Further information can be obtained from 
dr. J, Muysken (telephone 43-888821) and 
dr, L: Soste (telephone: 43-888822). 


Applications are expected in writing within three weeks after the 

publication of this announcement. Please address applications to: 

{f Rijksuniversiteit Limburg, Dienst Personele Zaken, P.O. Box 616, 
1.6200 MD MAASTRICHT, The Netherlands and refer to 

"vacaturenummer 6157” on both the letter and the envelope. i 


Rijksuniversiteit Limburg 


ECONOMIST 


International consultancy based in Oxford seeks Economist in 
applied economics on policy-orientated issues. Should have 


jaster's Degree in Economics or very good first degree and two 


year working experience., Preference given to candidates with 
nowledge of one or more of the following fields: International 
Economics, Trade, Money, Banking, the Middie East, Asia- 
Pacific. Salary negotiable. 


Write with ev to the Managi 


Editor, Oxford Analytica Dally 
Brief, 52 New Inn Hall Street, 20A. 


xford OX1 . 


ECONOMICS EDITOR 


THE STRAITS TIMES 


Singapore's leading English-language daily, needs a first-rate journalist to 

isad its team of ging Engl covering pekat business and finance. 

Bed is a Senior appointment; the economics editor will report directly to The 
itor. 

We expect him or her të have a firm grasp of this increasingly complex 

subject and the managerial skills to direct coverage and tutor promising 

economics journalists. 

We offer excellent terms and a challenging opportunity for a long-term 

career. 

Please write: (mark the envelope “Economics Editor”) to: 

Lust Srani Times, 102 Temple Chambers, Temple Avenue, London 















































APPOINTMENTS 


University of London 


The London School of Economics 

and Political Science : 
LECTURESHIP IN GOVERNMENT 
WITH SPECIAL REFERENCE TO 
RUSSIAN AND SOVIET 
CONTEMPORARY POLITICS AND 
GOVERNMENT 

Applications are invited for appoint- 
ment from 1 October 1987 to a lecture- 
ship in Government with special refer- 


ence to Russian and Soviet 
Contemporary Politics and 
Government, 


Appointment will be on the salary scale 


for lecturers. of £8,020 to £15,700. a . 
. year plus £1,297 a year London Allow- 


ance. In assessing the starting salary, 
consideration will be given to qualifica- 
tions, age and experience. 


Application forms. and. further: particu- 
lars are available, on receipt of a 
stamped, addressed envelope, from 
the Assistant Secretary, Room H510, 
The London School. of Economics, 
Houghton Street, London WC2A 2AE, 
Closing date for applications: 7 Novem- 
ber 1986. 


Expansion of Mintel Publications into Europe means more Independent 
Consultants are required to research FMCG markets, especially food and 
drink sectors in France, West Germany and Italy. 


The University of... 
Manchester and. Institute of. 
Development Studies, = 


; University of Sussex 


RESEARCH FELLOWS 


Political Economy of 


Overseas Aid 


“Applications are invited tor two posts of ` 
Research Feltow to carry out investiga- . 


tions into the effectiveness of the World 
Bank's. Structural Adjustment Lending 
programme. The investigations will 
torm part of an inquiry; financed by the 
Overseas’ Development Administra- 
tion, on conditional aid which will be 
conducted jointly by the two institutions 
under the direction of Professor Paul 





of the posts will be located in Manches- 
ter and the other in Brighton. Both 
posts. would require substantial over- 
seas. travel. Applicants. should have a 
postgraduate qualification in. develop- 
mant economics. Experience of work- 
ing in less developed countries and, for 


~ one.of the posts, of computer macro- 


modelling would be an advantage: itis. 
expected that the posts will be avail- 
able for two years from March 1987: 
Salary according to ‘qualifications and 
experience on Research Scale ll 
(£11,790-£15,700 pa} (under review). 
Further particulars from Professor Paul 
Mosley, Department. of Administrative 
Studies, Crawford House, Precinct 
Centre, Manchester M13 .9QS, -to 
















A flair for writing with a sound knowledge of consumer goods marketing is 
required. 
Ability to meet tight production deadlines essential, send cv and a sample of 
your work to: 
Nicola Holme, 
Mintel Publications, Kae House, 
7 Arundel Street, London WC2R IDR 


ECONOMICS 


The Department of Economics at the University of Pittsburgh has 
an opening at the Assistant Professor level. We are seeking a 
strong candidate in the areas of the Theory of the Firm, industrial 
Organisation Theory, and Production Theory. The applicant 


should have a PhD or be near completing the requirements forthe 


PhD, and have strong research interests in the above fields. The 
position will entail teaching and conducting research in the above 
reds as well as in the core areas of micro and macroeconomic. 
eory. 

The deadline for the applications is November 25, 1986. An equal 
opportunity/affirmative action employer. All responses should be 
addressed to: 

Kevin C. Sontheimer, Chairman, Department of Economics, 
University of Pittsburgh 15260. 


Henley 


The Management College 





As a result of its continuing development the College 
wishes to make a number of academic appointments. 
These will be primarily in the areas of accounting/ 
finance, marketing, business strategy and international 
management but outstanding people from other disci- 
plines will be considered and at least one position 
needs to be filled in the College’s In-Company Pro- 
grammes Division concerned with the development of 
programmes for client organisations. 

Applicants should have high academic qualifications 
and ideally should be able to demonstrate substantial 
and successful experience of teaching and tutorial 
support at senior management level. 


Applications, accompanied by a full curriculum 
vitae, should be addressed to 
T Professor T. Kempner, 
Principal, Henley—The Management College, 
Greenlands, Henley-on-Thames, 
Oxon RG9 3AU. 


Mosley and. Professor John Toye. One 


-cal modellin 
‘appointmen at SSO, two years at HSO. 


“ Salary: Higher Scientific Officer £8,405 rising to £11,323 


affirmative action empoy = 


whom applications should be returned 
by'1 December 1986. : 


INSTITUTE FOR GRASSLAND AND ANIMAL PRODUCTION 
THE ANIMAL AND GRASSLAND RESEARCH INSTITUTE 


ECONOMIST/AGRICUL- 


TURAL ECONOMIST 


Required to. evaluate the economic implications of research results for. 
__ farmers, and to assess the impact of economic and institutional changes on 


the livestock and grassland sectors, The ‘successful picant wit l will on 
expected to complement the work of the existing agricultural econom 
and to. undertake mathematical modelling in the area of farm Hither 


, Qualifications: First or second class honours degree in economics or 


agricultural economics, with some postgraduate experience in mathemati: 
. Atleast four years post qualifying experience is required for 


Senior Scientific Officer £10,558 rising to £13,762. 


Applications anih pum eunin vitae and the names of three referees to 
te Personnel Officer, imal: and Grassland Research Institute, 
rey: ley, Maidenhead, Borkshive SL6 SLR by 4 November 1986 quoting 


An Equal Opportunities Employer. 





THE PENNSYLVANIA STATE UNIVERSITY 
Department of Economics 


The Department of Economics invites applications and nomina- 
tions for continuing and visiting appointments at all ranks. starting 
August, 1987. Candidates should have strong interests in re 
search and commitment to excellence in teaching. Responsibil- 
ities include teaching at the undergraduate and graduate levels,. 
research. and publication, supervising dissertations in the area of 
specialisation, and advising students: Salary ($30,000 and up) 
dependent upon qualifications and experience. The Department 
has a strong research orientation and. considerable involvement 
with formal research centres. Send curriculum vitae, names and 
addresses of three referees, and copies of three recent research 
papers by January 15, 1987. 


Contact James D. Rodgers, Head, Depertrasnt of Economics, 


“Box K, The Pennsylvania State University, University Park, 


PA 16802, USA. Tel: (814) 865-1456. An squeal Pnportuniiy! é 





NGLISH for foreign students. Begin- 
's to. University Entrance. Oxbridge 
experience. 01-994 1574. 


HOME STUDY COURSE in econom- 
_ies..A10-lesson study that will throw 
light on today’s baffling problems. Tu- 
< ition free~small charge for materials. 
Write Henry George institute, § E 44th 
St, New York, NY 10017, USA. 


"Birkbeck College 
(University of London) 


Taking the GMAT or GRE 
exams? 
We CAN help 


Write to: 
Graduate Tutorials, GTAC Associates, 
FREEPOST, London W5 48R. 
Tel: 01-994 3983 


The intensive way and in real im- 
mersion. This means living in one of 
the most picturesque regions of 
Prance and really becoming fluent, 
Also. vacation and learning plan. 
Cultural. programme in Paris. Win- 


University 

de la Romande 
A private non-traditional University 
offers degrees to mid-career adults 
entirely at home and with full 
credits for life/career experience. 


Neil Gibson & Company. Dept E- 


PO Box 3. Sudbury, Suffotk, England. 


FAIRFAX UNIVERSITY 


External Degree Program 
Bachelor's, Master's and Doctoral None 
resident degree programs in most subjects 
available to people living/working anywhere 
in the world, aged 25 or over, For details 
either write: Ext. Program, Fairfax Universi- 
ty, 622 Baronne St., New Orleans, Louisi 
ana 70113, USA, or ‘phone UK administra- 
tion on 05645 78244 (24 hours). 


ter programme on the French Rivi- 
era. State age, goal level and time 


available. 


Center, BP 176, LISIEUX 14104 Ce- 


dex——FRANCE, Tel: 31.31.22.01. 


course will deal with exchange rate 
termination and forecasting, efficien- 
of toreign exchange and internation- 
capital markets, financial innovation, 
“and recent history and outlook for the 
major currencies, 
‘The. course will start on 10 November 
-and runs for five weeks, 6.00-9.00pm 
< on Monday evenings. 

r information telephone 01-631 
6496/6528 or write to BASE Office, 
«Economics Department, Birkbeck Col- 

ei 7-15 Gresse Street, London WIP 


courses that really work, Full money: 
"back guarantee Wot hen 


Strategic Issues in 
Mergers and Acquisitions 


Acquisitions are risky, Given the time pressures and 
secrecy surrounding them, financial and legal 
considerations all too often crowd out strategic analysis 
and integration planning. 

This programme aims to provide senior line and staff 
managers responsible for developing and implementing 
acquisition strategies with a pragmatic and comprehensive 
approach to the screening. evaluation, negotiation and 
integration of acquisitions. It also addresses the choice 
between acquisitions and other collaberative agreements, 
and is designed to re-emphasise strategic and organisa- 
tional issues. Over 100 companies have sent executives to 
take part in this programme over the last three. years. 


Dates: 15 to 20 February1987 


For more information about this and INSEAD's other 
development programmes please contact: 


Executive Education 

INSEAD 

Room E, Boulevard de Constance, 
F-77305 Fontainebleau, Cedex, France. 
Telephone: (1) 60 72 40.00 Telex: 690389F. 


“Wye nat give yourse or someone close 
to chance to master a fore 
gua i, Proven Self instructional a 


INSEAD 


PENN STATE EXECUTIVE PROGRAMS 


An intensive four-week program 
examining the complex issues 


of general management 


THE EXECUTIVE MANAGEMENT 
PROGRAM 


Sixty-fifth Offering: 
January 18-February 13, 1987 


For Further Details: Dr Albert A. Viccre 
Director of Executive Programs 
‘College of Business Administration 
The Pennsylvania State University 
University Park, PA 16802 
Telephone (814) 865-3435 
TWX: 510-670-3532 


AI CUTTHIS OUTand ** 
E ENJOY LEARNING FRENCH 


i Whether you need French for business purposes or to get the most 
out of your holidays abroad, living the language is the only way to 
learn it properly. 

Ceran is a chateau in the. beautiful countryside of the Belgian 
Ardennes, near the town of Spa, where you live and learn in French. 
Small groups and private lessons, plus language laboratory, with 
tailor-made programmes for individual needs, ensure real progress. 
We provide good accommodation, good food, good company, good 
facilities for sports and exercise - and good teachers. Come and 
learn, and enjoy yourself. 

We teach embassies and companies, EEC and SHAPE, groups and 
individuals. And there are special terms if you bring the family. 

For complete documentation, cut out and send this coupon. 

Lam interested in courses for: 

f E Adults [J Young People 
PUIN Private 0 Business 
(AREA, | 

| a i ii E | NAME 





| | 


ADDRESS 
i CCE RAN . 











iinet, 


S 180, Avenue du Chàteau, Nivezé, B4880 “a 
Belgium, Tel: 010-92-87-77 39 18, Telex 49650. ; 









UNIVERSITY DEGREE 


E: x Cen or paap wn arto me ma 
American University Degree Be Se E DAORA a M aa Da more recle 


Can Advance 
Your Career Goal 


your 
paisde radia giad 


































1987 Executive Education Programs 





- Competitive Marketing Strategies 
January 11-16, 1987 
August 9-14, 1987 


-Corporate Finance and Strategy 
May 31-June 5, 1987 
Financial Decision Making 


for Public Utilities 
June 14-26, 1987 


Advanced Management Program 


for Caribbean Managers 
July 6-24, 1987, Kingston, Jamaica 



























As a qualified international business or professional Send detalas séeurné on wert ie and academii snpelines oro 
Beverly Hills is now accepting applications for its onon- 
apply your work experience and/or college credits toward 

University of 

university degree. O 

If you can benefit from the greater status, extra income 
resume, if available. 

\ DEAN OF STUDENTS, Room 95 


person, you can now earn a recognized American university cost evaluation. 
degree without leaving your own country. The University. of i p ACIFI c WESTERN UNIVERSITY 
residentia! Degree Program. l GOON Sepulveda Bivd, Los Angéles, California 90049—Dept 137—ÜSA 

This prestigious program gives you the opportunity to MODUA SOARTE ETA EEDS areal DA EA MAA MOAN BEAN ONGA eA KGR ‘neni maini m" 
your first degree or a higher one entirely through non=- 
residential study. The result is a California State authorized 

At your own convenience, you can earn a respected ii : C lif B k l 
Bachelor's, Master's or Doctorate Degree in a significantly. | ; a ornia, er e ey 
shortened time. 
and dignity that only a degree from an esteemed university 
can provide, write or call today for the full details. Send 

All requests, correspondence, studies must be in English. 
aN UNIVERSITY of BEVERLY HILLS 

465 South Beverly Drive, Beverly Hills, California 90212 U.S.A, 
PHONE 213-556-0190 


UY: Management Development 
a July 26-31, 1987 
UNIV E R SITY 
BUSINESS SCHOOL Competitive Marketing 
of Services 


July 26-31, 1987 


Management Development for 


Engineers and Scientists in Asia 
August 2-14, 1987, Bangkok, Thailand 


Management Development for 


Evening MBA Programme 


SEEKING TO CONSOLIDATE AN ALREADY SUCCESSFUL 
CAREER? HAVE YOU CONSIDERED A PART-TIME 
MASTERS PROGRAMME? 





The Evening MBA is a two year programme for up-and- 


coming managers usually in their late 20s from the City and Enginer bey oe 
Financial Institutions. It aims to foster strategic thinking“ p o 
required to cope with change in the City. Many leading The Executive Program 










institutions sponsor selected staff on this programme. 


The high intellectual demands require the candidates to 
have at least a good second class honours degree: or its 
equivalent. The next course commences February 1987. 


r For further details contact: — : Berkeley Business School, Dept. 181, University of California, © 
Elizabeth Sullivan, Admissions Officer, City University ooa Berkeley, California 94720, U.S.A. 
Business School, Frobisher Crescent, Barbican Centre, Telephone: (415) 642-4735, Ext. 181 

LONDON EC2Y 8HB. Telephone: 01-920 0111, ext 238. BE 2: 2 Telex: 910-366-7114 UC BERK BERK 


October 4-30, 1987 












For reservations and further information: 
Dr, David H. Downes 
Director, Executive Education. 






BUSINESS & PERSONAL 















aders are recommended to take 
appropriate professional advice 
fore entering. into. any binding 





PROFESSIONALLY typed CVs the- 
ses, manuscripts, etc. Tel: 01-205 9247 
{24 hours). 















FRICA LOW COST Flight specialists. 
frican World Travel Services, 01-734 
7181, 734.7182, 5th Floor, Radnor 
_ House, 93:-Regent St, London W1. 


OVERSEAS OPPORTUNITIES—En- 
joy tax free income + attractive bene- 
fits. Opportunities in the Middle East for 
all occupations-~professional, skilled 
and unskilled. Free information and 
advice. 

Write: Arablinkk—Public Relations Ofi- 
cer, POB 8422, Suite No 810, Al Rais 
Centre, Dubai, UAE. Tix: 46880 LINK 
EM. 













_ SPEECH WRITER, editor, coach. Ex- 
ecutives/professionals/politicians. . . . 
rofessional speech writing, editing 
ñd- coaching available. Write to Box 
No 3498, The Economist Newspaper 
ta. 





mputer Simulation and Systems Dy- 

ics. Modelling. can assist in all 

cial and corporate planning, as 

bil as scientific and technical prob- 
lems, For further information contact: 


mm] BRUNDEAN Lid, 16 Jacobs Well Mews, 
; m. 
a a tis Telex 8811725 


KNIGHTSBRIDGE 
GREEN HOTEL 


A smali family owned and run hotel close to 
Harrods. Excellent accommodation—-mainty 
in suites—from £48 per night plus VAT. 
English.or Continental breakfast to order, 


For reservations; telephone 01-584 6274 
or write to: 159 Knightsbridge, London 
SWIX 7PD. 


TO ALL FINANCIAL 
INSTITUTIONS AND 
BUSINESSMEN 
WORKING 
IN THE MIDDLE EAST 


A complete English translation to the Pro- 
gram devised by the Kuwat Ministry of 
Finance for: 
THE SE TTLEMENT OF 
IRREGULAR 
CREDIT FACILITIES PLAN 


is now available 
Order your copies from: 


KADHMA CO 
For Publication, Translation and Distribution 
Price per copy: 


$9.00 including shipment 
PO Box 24062, Safat, Kuwait Code No 13101 
Tel: 2652781-848547 





















APPOINTMENT 
‘WANTED 


HOW TO 
IMMIGRATE 





USA, Canada, Australia, UK, Switzerland st. Job 
TORDIS, business opportunities + much mora. 
nique nemn geen 


Further de from: imvesvECS, PO Box 158, Lon- 
don we W Telephone (1} 262 8825. Telex: 


MARKET RESEARCHER requires as- 
-Signments on UK and overseas mar- 
kets. Box No 3601. 








oe 


THE ECONOMIST OCTOBER 11 1988 












OVERSEAS POSITIONS 


Hundreds of top paying positions available 

. Tax-free incomes. Many attractive 
bene fits. Opportunities tor ali occupations, 
‘ofessiona 


35% AVERAGE 
PER YEAR 
1973-1986 


Advice on US Growth Stocks with High 

























tions, write: 












Overseas E: nt Serv Dept Profit Record Hedge with Stock index 
EC PO Box own of Mount ral, Options. Send for 13 year Monthly Re- 
Quebec, sults. Minimum portfolio $50,000. 











Canada HIP 3C7. 

: Write or call: Edwin Hargitt & Co, SA, 
Ave de Savoie 10, Suite 3B Ch-1003 
Lausanne, Switzerland, Tel: +41 21 
200971. Tix: 24681. 







MARGARET D. WHITE 













Handwriting Analyst 
A com: ania in rée SWISS HANDLING 
spect of Personnel jent- INTERNATIONAL 
iene oe Guidance - Ques- 











TRANSACTIONS 














All occ are my wai dential and 
are the sole property of the Client. A full 
back-up service is also available. 






YOUR BUSINESS SERVICE 








DE BERIG SA 
OFFICE IN SWITZERLAND 43 Avenua Krag 
~—-Company formations in Switzerland, Liech- a, Switzer: 
tenstein, Panama, ate. Tel: 47 59 60 
} Fiduciary and Trustee Telex: 421808 DEB CH 






service. 
~~ Bank Accounts, Bank introductions. 
Portfolio Management. 
— Administering all your business, 
Box 3499 


Economist Newspspers Ltd. 
25 St James's Street, London SWIA THG 






HOTEL NUMBER EIGHT 


a small ttry hote hotet i in London's 


excellence in oa & service 
Single bedroom £33 plus vat 
Double or Twin £40 plus vat 


* sumptuous. buffet breakfast * col- 
our tv, radio * direct dial telephone * 
hair dryers * tea/cotfee/chacoiate in 
bedroom " most rooms with private 


facilities 
HOTEL NUMBER EIGHT, 
Emparar s Gate, 
South Kensington, 


SW7 4H 
Telephone 01-370 7516 








US IMMIGRATION 






Obtain both US residency and excellent 
financial returns through US investments, | 
company transfers, employment, etc, ALL. 
MATTERS HANDLED BY LICENSED US 
ATTORNEY. Visiting Europe and Asia dur- 
ing period: December 1-17th, 


For appointment, please contact: Edward 
P. Gallagher, Attorney-at-Law, PO Box 
70302, Washington, DC 20099 (USA). 
Tel: 301-951-9616, 





















D! 


A No tax 
deducted at source 
A Limited liability 
Minimum investment 
A Futures managed £5,000 or sterling 
account programme equivalent 


ONN MODA DU MNA MOOR. AOA AR ONN AAND AONA ONN MN AANA WANA AOAO OA OOA D OA AANG ONA OON ONN OON ARN OE OAA AK ON ANNE O ANA O WUE WOAS AA NA SA PAR: 


ECG 





A £5,000 into 
£64,000 injust5 year 
A Fully audited track 
record 





























| Please send me detois on your Investment Pragramme I 
i 
i Marne $ 
eee N i 
! Addres: titanate H 
foe. eee LTD} 
i LJ 
! Pos C Odea 4 
: Telephone. l 
J 
L computer System Trading Company Lid. 5-9 Hatton Wall. London ECIN BMX 


EMME Te) 0) 405 8494 WE Telex: 22559 CSIC Fox: 01-405 7419 









‘BUSINESS & PERSONAL = 7] INTERNATIONAL PROPERTY 





ZURICH-ZURICH-ZURICH |. VENICE fiat fully furnished except tir 





LAKE GENEVA/MOUNTAINS 








































JES BAHNHOFSTRASSE 52 en. Sleeps five in four rooms, kitchen 
YOUR-OFFICE AWAY FROM HOME -< Fine: selection of apartments and chalets bathroom, sunny balcony facing gar 
eee add ta @ Office/Management Services: available- with authorisation tor foreigners. dens on quiet canal. Monthly only t 






High-standing apartments also available in 
Lugano area. Reasonably priced. Excellent 






@ Company Formations 


it representation for firms inter- 
VS Peona ropni non tor inei @ How to do business ivor 


ested in Pacific development. We handie 






November (including Christmas. anc 
























d c terms.. Visits also on weekends by | |. Festivali). Contact: Everest, 6: Gantor 
Inquiries concerning Hea! tatata for sous | S thee appointment. Street, London W1. Telephone: 01-43% 
ALGAME, s.a.r.1., PO Box Papeate, Tahi<] | Bahnhofstrasse 52, CH-8022 Zurich. GLOBE PLAN SA 2944, ae 

t, French Polynesia. Telex: 407 LYTANG/ Tel: 01/241 92-07. Tix: 813062 BSIC Av Mon-Repos 24 




























CH-1005 Lausanne, Switzerland 
> Yak (21) 22 3512 Tix: 25185 melis ch 












INFORMATION RESEARCH 
INTERNATIONAL CRD - 
has compiled a catalogue of US Gov't 
publications. The following is a.selection 
f fromthe catalogue: 
@ International Economics -© 
Resource Gude 
listing over 150: international organisa: 
tions includes addressess, „telephone, ; 
function and resources, $25.00. | F: 
© Economic & Energy Indicators @ 

a bimonthly report based on data com 
piled by the Central intelligence Agony 
(CIA). $100.00/Year (24 issues, 
© = Iaternational Energy © 

Statistical Review 





THE 
EXECUTIVE HOTEL 
57 PONT STREET 
(CADOGAN SQUARE) 
KNIGHTSBRIDGE 
LONDON SW1X 0BD 
Tel: 01-581 2424 


Located in London’s most 
prestigious residential area. 





(+ SWITZERLAND 
Sale to foreigners authorized. A 
. Buy your STUDIO, APARTMENT or CHALET on LAKE GENEVA, MONTREUX E 
Or in. one of these prestigious summer and winter-ski resorts: CRANS-MONTANA, 
IE VERBIER, VILLARS, LES DIABLERETS, CHATEAU-D’OEX/GSTAAD & JURA E 
“from Sfr, 110'000.~ 60% credit at 612% interest for 5/20 years. 


ic REVAC S.A §2,ruedeMontbrillant Tél, 41-22/34 15.40 
Prag ay, 6 » 










CH-1202 GENEVA Télex 22030 oe 














Only a short stroll away from 
Harrods, fashionable Knights- 
bridge shops, and world fam- 


ous Beauchamp Place. -Op eat (fe seues) 
All rooms with full private tacili» bP Rehovot cawe, O 









A monthly:report based on data corning 
by the Cental Inteligence Agency (CIA), 










ANNOUNCEMENT 


_ LOHAMBRO& COMPANY | 











ties. Colour TV. Direct dial 
phone. Hairdryers. Coffee/Tea 
makers. Substantial buffet 
English breakfast. 


Singles: £38 + Vat. 
Twin/Doubles: £45 + Vat, 


has compiled a catalogue of books, 

‘charts, directories, maps, reports, statis- 

ties and other valuable data from the US 
Government, Catalogue $15.00 us 
Catalogue of services offered by IRI is 

All prices includes shipping and handling 


INFORMATION RESEARCH INTERNATIONAL 
PO BOR 2era Washiagton DE amar | 


TENDER o i 


TEK 
TURKISH ELECTRICITY AUTHORITY 
INVITES BIDS FOR 


Measuring and recording equipment for load 
management and load forecasting in the elec- 
tricity system financed through International 
Bank for Reconstruction and Development 
(IBRD) (Loan No: 2322-TU). 


Only the bids of suppliers from the member coun- _ 
tries of IBRD, Switzerland, Taiwan, China will be 
accepted. 


interested firms may obtain the bidding document 
from the following address: 


TURKISH ELECTRICITY AUTHORITY (TEK) 
Planning and Coordination Division 
Necatibey CAD No 36 KAT: 7 



































Change of Address:. 
J O Hambro & Company Limited 














Sihhiye, Ankara—Turkey 30 Queen Anne's Gate ‘London SWIH 9AL 
Telex No: 42245 TEK | ee 
The bid deadline is December 12, 1986, Telephone 01-222 2020 
2pm (local time) 














(Fax 01-222 1993) 


Delays in mail will not be considered 












CONOMIC AND FINANCIAL INDICATORS 1 


OUTPUT, DEMAND AND JOBS After falling for three consecutive months, Ameri- THE ECONOMIST COMMODITY PRICE 
ca’s unemployment rose to 7,0% of the labour force in September. Japan's jobless INDEX Talksare underway in Genevato 
rate remained at 2.9% in August. West Germany's industrial production fell 0.3% in setup a rubber agreement to replace the 
August, but the 12-month growth rate rose to 3.0%. Switzerland's GDP grew by a one which runs out at the end of next 
sluggish 1.7% in the year to the second quarter. British consumers are still on a September. The previous talks broke 
spending binge: the volume of retail sales rose 4.3% in the year to August. down when producers, led by Malaysia, 
% ongo etannaala wanted to raise the reference price some 
industrial production GNP/GOP retail sales unemployment % rate 30% trom the present level of 202 Malay- 













gmthst tyear = 3mthst + tyear  3mthst  Tyear latest year ago siar/Singapore cents a kilogramme. This 

Australia +37 +27 f timeacompromiseis likely. America wants 

Belgium + 43 ; a ee x i a new pact. Failure to agree would mean 
a + g + A 


selling off the 360,000 tonnes of stockpiled 
surplus rubber. That would depress a 
market which has just taken prices above 
200 Malaysian/Singapore cents for the 
first time in over two years. 


1980= 100 % change on 
Sept 30. Oct 7 one one 
{provisional) month year 
























eens ers ee 766 754 -06 +47 
aap ; ROERE n m Food = B14 803 OB +39 
PRICES AND WAGES In America, the 12-month rate of growth in wages slowed to Industrial, ~ j 
2.0% in September—a real increase of about 0.4%. West German workers did much All 705 693 -06 +3 
better, with a pay rise of 4.0% in the year to August--a real rise of 4.4%. Italian Net pi Hs id A $ 32 
‚workers are feeling the pinch: real wages fell by 1.2% in the year to June. This has Praag : : : : 
(helped to halve Italy's inflation rate during the past two years, to 5.9% in August. Mae ie! ek ee Rs 
|% change at annual rate | Food 1307 13902 +29 +25 
l consumer prices’ „wholesale prices" wages/earningst Industrial 
‘ 3 mthst 1 year 3mthst 1 year 3 mthst 1 year All 132 112.5 +28 +17 
Australia i i Niat 1255 129 +48 +74 
ae, £40(6)" „Metas 104.0 1026 +14 -21 








cet SDR index 
Alf iterns 82.1 80.9 ~12 -82 
Food 87.3 86.1 ~ 12 ~ 89 








All 755 44 ~12 ~ 96 
Ntat 838 632 +06 ~ 45 
Metts 694 679 -26 -130 
+38 Gold 
A . Sper oz 423.63 437.50 +62 +344 
ee Crude oil North Sea Brent 
eo $ per barrel 13.95 1425 ~ 17 -503 
ale VOOS: tNöri-tood agriculturals. 














CUS: OIL One way of reckoning 
‘the world’s ability to cope with oil 
shortages is to measure the number of 
| days of forward oil consumption held 
in stock. The world’s stockpile is at 
| present 96 days, almost 40% higher 
than in 1979. Some 72 days of this is 
held by oil companies which keep 
stocks to protect their refineries and 
customers from supply fluctuations. 
| Some governments require them to 

do so for security reasons. The oil glut 
has encouraged companies to run 
down stocks. But governments have 
boosted their stockpile from only six 
days in 1980 to 22 days this year. The 
: American government's Strategic Pe- 
troleur Reserve accounts for 70% of 7 SO ā B Y 
: zall non-company stocks. Sources: Gokiman Sachs, BPIEA + Brent blend 


OECD oil stocks 
__ Number of days forward consumption held by: NO 





Oil price 
$.per-barral 


Saudi Light 















79 Ba 81 az 83 M a5 


7 













‘Footnotes applicable to all tables. All figures seasonally adjusted except where otherwise stated. “Not seas. adj. tAverage of latest 3 months 
compared with average of previous 3 months, at annual rate. n.a. Not available. Small figures in brackets denote month of indicator. 


-TH ISTOCTOBER 11.1986 a . 103 
a ae ee : , e 

















OURSES A p week for investors: share prices rose in 14 of the + 
the table, only Japan and Sweden ended the week lower. Strong buying b 
estors pushed the Australian market up 6.6% to a record nigh: 


FOCUS: DEBT The chart shows the 
Bank of England's forecasts, for the 
| next five years, of the debt burden of a 



























sample of 22 developing countries. _.% Change on ee 
The Bank expects the ratio of their 1986 one one record 31/12/85 
| debt to exports (goods and services) high low week year high Pills al 
: to fall from an average of 2.1 in the ETT 05 EET E T S 


2766.9 





three years to the end of 1985 down to 
i 1.5 by 1990. Oil-importing developing 
countries have. hitherto. hada higher 
average debt ratio than the. oil export- 
ers. This is expected to.be: reversed 
this year because the debt burden. of 
the oil exporters will be increased as- 
their export revenues slump, The- 
Bank thinks that the debt ratio of the- 
most heavily indebted countries cov- 
ered by the “Baker plan” (launched 
by America’s treasury secretary) will 
fall faster than for the sample.as a 
whole, but in total will remain much 
higher. Even by 1990, their debt ratio 
may be about 2:2. 


+ 1.9 4.0 





at 53.5 














ES. The 12-month growth of both measures t 
ened in Aust: M1 rose 8.5%, and the broad measurt 
Developing countries’ debt-export ratios 









i “interest tates% p.a; A except bonds which are previous Frid 


Baker Plan countries * 
wt i market’ Commercial banks- Bond yields Eurocurrency 





yearaga Money 
Narrow: bene: erian amorta Prime Deposits Gov't Corporate Deposits Bande 
ae es lending 3 months long-term 3. months 
= 249,00 17.00 1383 1483 
20 ne 6.80 7.78 
g, ILA 946 10.49 














| xSample of 11 | 


285 | 
Oil importers | 












: > 9.00 58t 
Other. key rates in London mth aah Bills 10. 4%, 7-day iisibark 9.3%, clearing banks’ 7-day notice 4.4° 
Eurodollar rates (Libor): 3 mths 5.9%, 6 mths.5.9%. 


02 except Australa, Canada, Spain, Switzerland, USA, W. Germany, M3, sapan M2 + CDs, UK £M3. hig sg 


Ol exporters 


rates quoted available- on. Sis ies Sources: Bank of Bilbao, Chase fanhattan, Chase Econometrics, Banque 
(Belgium), Nederlandse Credietbank, Credit Lyonnais, Svenska Handelsbanken, ANZ bank, Credit Suisse First Boston: 
rates are indicative only i and cannot be construed as offers by these banks. 


1980 82 . B4 86 88 90, 
Source: Bank of England Nomen a T —— 








TRADE, EXCHANGE RATES AND RESERVES West Germany’ S visible trade surpi us widened to $43.3 billion in the year 1 
August; its current-account surplus increased to $28.7 billion in the same 12 months—almost three times as big as in the year | 
August 1985. Canada’s trade surplus fell to $7.9 billion in the 12 months to August. The dollar fell 0.6% during the week, despil 
joint intervention to prop up its rate in the foreign-exchange markets by European central banks. 


Trade balance” current- Trade-weightedt currency units per $ currency units foreign reservestt 
$bn account exchange rate ; $on 
latest latest 12 balance $bn 


months latest 12 mths 








latest year ago n yearago perf  perSDR  perecu 
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Australia 52.1 65.3 sA fps 1.42 


409.5 TST 


















































achieving ever higher speeds on less fuel... 


and precision measured to 1/10,000 mm. 





While you relax during your next jetliner trip, spare 
a thought for the stress that the engines have to endure. For 
take-off, rotational speed can be 800 revs/second. 

Just as higher and higher velocities are constantly 
being reached, environmental factors are stipulating lower 
fuel consumption and noise levels. The last decade has seen 
a 50% rise in rotational speed ~ with drops in fuel usage 
of the same order. And the quest continues. 

One of the most safety-critical components in aero | 
engines is the bearing. Demanding utter dependability to.. 
withstand the conditions, its task is further complicated 
by direct contact with hostile combustion fumes. And 
at temperatures of some 500°C, it’s simply too hot for 
conventional lubricants. Till recently this proved a near 
impossible set of constraints. But our R&D people 
overcame them. 

As world demand poses ever tougher problems in = 
the aerospace industry, SKF provides ever more accom- 
plished solutions. Lighter, smaller bearings that rotate 
faster with less friction; that give lower noise levels, and 
work in higher temperatures. In every way, SKF is taking 
bearing technology to new extremes of achievement. 


Down to the micro-world of the bearing 
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Our search for new answers takes us deep into the +. 
micro-universe of the bearing~ where micro-changes of a < 
10,000th of a millimetre are now common-place. And new _ 
bearing designs can yield energy savings of up to 80%. = 

For this, high standards of metal-working precision _ 
are required ~ and ‘near-absolute’ accuracy has to be main- 
tained from steel purity through computerised design to 
application. 

Now, by harmonising new theory with the reality of 
new technologies we have shown how bearing life-and _ 
reliability- can be prolonged nigh on indefinitely. 

75 years of close customer co-operation has given 
us the expertise to create a virtually boundless programme 
of ball, cylindrical, taper and spherical roller bearing types 
in some 25,000 variants. From miniatures weighing three 
hundredths of a gramme to giants weighing 500 million _- 
times more. Assuring our customers worldwide of the exact _ 
bearing for every application. And ultimate reliability. 

Like a jetliner, we will always rise to the occasion. 
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For worldwide financial service, you should 
look for a bank that offers you a bit more than 
just services worldwide. 


You need a bank whose interest 
doesn’t stop short at your balance sheet. 
A bank that takes the trouble to under- 
stand your business, in order to provide 
you with sound advice; and not just in 
financial matters. A bank that is large 
enough to offer you a complete range of 


financial services, yet flexible enough to 





international problems. We are Germany’s 
second largest bank, with 1,000 domestic 
branches, and over eighty offices world- 
wide. After being in international busi- 
ness for more than a century we work for 
more than 100,000 companies. They 
know what they can expect from us. A full 


range of International financial services —_ gk 
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